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REPORT AND ORD^R

ISSUED: Aumist 1 K 2000

SHORT TITLE
Questar Gas 1999 Genei al (Disti ibution Non-Gas) Rate Case

S ¥ NOPSIS
The Commission increases Questar Gas Company's annual revenue requirement by
$13,497,484. Of this amount, an interim rate increase of $7,065,000, granted January 25, 2000,
is currently reflected in rates. Revenue requirement is based on an adjusted 1999 test year and an
allowed rate of return on equit" of ] I JW.VT.I The Commission also JKIOPK -\ 1mv-ir nmo
weatherization proposal.
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-1I. BACKGROUND AND PROCEDURAL HISTORY
On December 16, 1999, Questar Gas Company ("QGC," "Questar Gas" or the
"Company") filed an Application to increase distribution non-gas revenues by $22,227,000 or
11.4 percent. Distribution non-gas revenues recover about 40 percent of the Company's total
costs; the remaining 60 percent is recovered through the 191 Gas Cost Balancing Account by
means of separate pass-through proceedings.
In Docket No. 98-057-12, the Company filed an Application on November 25, 1998,
requesting approval of a gas processing contract with Questar Transportation Services Company
("QTS"), a subsidiary of Questar Pipeline Company ("QPC"), and for authorization to include in
the 191 Gas Cost Balancing Account approximately $7.5 million of gas processing costs incurred
pursuant to the contract. The Commission issued its Report and Order on December 3, 1999,
ruling against pass-through treatment of gas processing costs, and declining to rule on the
prudence of the C0 2 gas processing contract. The Commission stated that request for approval of
the contract and recovery of costs must be considered either in a general rate case or an
abbreviated proceeding as defined by the Utah Supreme Court in Utah Dept. of Business Reg. v.
Public Ser. Comm % 614 P.2d 1242 (Utah 1980).
On December 17, 1999, an Emergency Motion of Questar Gas Company for Interim Rate
Relief was submitted, requesting an interim increase in distribution non-gas revenues of
$7,065,000, effective January 1, 2000, an amount the Company claims is to recover the costs of
obtaining gas (C0 2 ) processing treatment services necessary for customer safety. The Motion
asserts a serious and on-going financial loss from the Commission's refusal to permit
pass-through recovery of these costs in Docket No. 98-057-12. The Company asked the
Commission to take official notice of the record in that Docket.
On January 4, 2000, a hearing was held to consider the Emergency Motion of Questar
Gas Company for Interim Rate Relief. On January 25, 2000, the Commission issued its Order
granting an interim rate increase of $7,065,000, effective January 1, 2000, spread on an equal
percentage basis to all rate schedules except the Municipal Transportation rate. Within each
class, the increase was on a uniform percentage basis to all distribution non-gas volumetric rate
components.
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-2On January 4, 2000, intervention was granted to Kern River Gas Transmission Company.
On January 26, 2000, intervention was granted to Salt Lake Community Action Program
("SLCAP"), Crossroads Urban Center ("CUC"), and Intermountain Municipal Gas Agency
("MGA").
On February 14, 2000, the Committee of Consumer Services ("Committee") submitted its
Petition for Reconsideration Or Rehearing regarding the Commission's Order Granting an
Interim Rate Increase. The Committee argued that the interim increase was not legally proper,
factually supported or in the public interest, and the Commission should reconsider its decision,
deny the interim rate increase application and order Questar to refund all increased charges since
January 1, 2000. On March 1, 2000, a Motion to Strike and Response of Questar Gas Company
to Petition for Reconsideration or Rehearing of Committee of Consumer Services was submitted,
requesting the Commission to deny the Committee's Petition and reaffirm its January 25, 2000
Order Granting an Interim Rate Increase. The Commission did not respond to either submission,
and thereby affirmed its Order Granting an Interim Increase.
On April 4, 2000, intervention was granted to the Large Customer Group (Alliant
Aerospace Company, Chemical Lime, Central Valley Water Reclamation District, Chevron
Company, ConAgra Beef Company, Cordant Technologies - Thiokol Propulsion, Geneva Steel,
Hexcel Corporation, Intermountain Health Care, Springville City, U. S. Gypsum, and Western
Electrochemical Company, "LCG"). On May 4, 2000, intervention was granted to Magnesium
Corporation of America ("Magcorp"), and the Industrial Gas Users (Kennecott Utah Copper
Corporation, BP Amoco, and Westinghouse Electric Company LLC/Western Zirconium Plant,
"IGU").
On May 23, 2000, the Motion of Questar Gas Company Requesting Commission's
Official Notice of Docket No. 98-057-12 Record was submitted. This motion was supported by
the Division of Public Utilities ("Division") and the Committee. The motion was granted.
On June 2, 2000, the Joint Stipulation of Revenue Requirement Issues, an agreement
among the Company, the Division, and the Committee on all but four revenue requirement
issues, and the C0 2 Stipulation, an agreement between the Company and the Division to include
$5 million of gas processing costs in revenue requirement, were submitted. On June 6, the
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Large Customer Group and the Industrial Gas Users on issues of C0 2 cost recover/ and
allocation, daily balancing and firm transportation rate design, was submitted.
The Company, the Division, the Committee, the Large Customer Group, MagCorp,
Intermountain Municipal Gas Agency, and the Salt Lake Community Action Program/Crossroads
Urban Center filed testimony in this proceeding. The Commission held hearings
June 5 - 8 , 2000. Public witnesses were heard June 7, 2000. On June 23, 2000, the Commission
held a hearing to further examine C0 2 plant issues. On June 27, 2000, two late-filed exhibits
were submitted by the Company in response to questions of the Commission.
On June 30, 2000, the Company, the Division, the Committee, the Large Customer
Group, MagCorp, Intermountain Municipal Gas Agency, and the Salt Lake Community Action
Program/Crossroads Urban Center filed post-hearing briefs. On July 5, the Industrial Gas Users
filed its post-hearing brief. Parties filed reply briefs July 14, 2000.
II. ADJUSTED 1999 TEST YEAR REVENUE REQUIREMENT
A. COST OF CAPITAL
Using the actual capital structure reported by the Company consisting of 44.96 percent
debt and 55.04 percent common equity, with a cost of debt of 8.38 percent and a
Commission-determined cost of equity of 11.0 percent, we conclude that a rate of return on
investment of 9.82 percent is fair and reasonable.
1. Capital Structure
Questar Gas Company can raise capital in several ways, including issuance of common
and preferred stock, issuance of bonds and other debt instruments, and use of retained earnings.
The Company, a subsidiary of Questar Corporation, issues its own bonds secured by gas utility
assets but does not issue its own stock. As a wholly owned subsidiary of Questar Corporation, it
has access to the Corporation's equity capital.
In raising capital, management seeks to minimize capital costs while maintaining the
financial integrity of the Company. Financial stability and integrity are important for both
stockholders and customers.
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ratio, the lower is financial, or capital-structure, risk. As the firm's equity ratio increases,
however, the overall cost of capital rises because equity capital usually commands a higher return
than debt. An optimal combination of capital structure and capital costs exists that will minimize
the overall cost of capital while maintaining the Company's financial health.
Unlike the cost of debt, the cost of equity capital is not explicit but is competitively
determined in the financial markets as the return required to attract investment in the Company's
stock.
The Company proposes to use the actual capital structure reported as of
December 31, 1999. This shows $225,000,000 in long-term bonds, with adjustments of
$1,766,419 in unamortized debt expense and $8,114,770 in unamortized loss on reacquired debt,
for a total debt of $215,118,810. The equity portion of the balance sheet shows a par value of
$22,974,065 for common stock with associated premium of $ 81,875,000 and unappropriated
retained earnings of $158,842,596. Total proprietary capital is $263,391,661. Debt is 44.96
percent of capital structure; equity, 55.04 percent.
The Company and the Division recommend use of the Company's reported actual capital
structure to determine overall cost of capital. The two parties provide little testimony on the
appropriateness of this capital structure but adjudge it reasonable. As evidence that a financially
sound capital structure is necessary, the Company cites the growing risks of competition in the
industry. This testimony is not specific to conditions influencing gas utility operations in Utah,
however.
The Committee recommends a hypothetical capital structure derived from the group of
companies the Commission uses to determine the allowed equity return. The group of six
comparable companies used by Company and Division witnesses has an average capital structure
of 48.9 percent debt, 2.1 percent preferred stock and 49 percent common equity. The
Committee's recommended comparable companies average 47.5 percent debt, 3.0 percent
preferred stock and 49.6 percent common stock. Both groups have lower proportions of common
equity than does the Company's actual capital structure, and thus more financial risk. All else
equal, lower equity ratios are associated with higher allowed rates of return on equity.
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capital-structure, risk into account when determining equity return. The Company believes an
adjustment for capital structure is not required because its recommended comparable companies
share similar risk ratings, and capital-structure risk was considered in its selection of comparable
companies.
We will accept the Company's filed, or actual, capital structure. The Company's actual
capital structure has a higher equity ratio than that of the group of companies used to determine
return on equity. We are aware the risk assessments performed by financial rating institutions are
for Questar Corporation rather than its subsidiary, Questar Gas Company. Testimony indicates
that the local distribution company is less risky than is the Corporation as a whole. Moreover,
investors recognize financial risk as a factor influencing required return on common equity. For
these reasons, we will take financial risk into account as we determine an appropriate rate of
return on common equity.
2. Cost of Common Equity
The authorized rate of return on common equity is a key determinant of revenue
requirement and thus rates for utility service. Though these rates provide the Company the
opportunity to earn this return, there is no implied guarantee it will actually earn the allowed
return because the efficiency of Company management and the fortunes of the marketplace
intervene. An authorized rate of return does not insulate the Company from business or financial
risks, but is set in recognition of them.
a. Positions of Parties
The testimony of the Company, the Division, and the Committee was presented and
considered in this Docket. Each party uses financial models to estimate a rate of return on
common equity that is fair and reasonable to stockholders and ratepayers. Each follows the
principles set forth in the often-cited U. S. Supreme Court Hope and Bluefield cases. Each
provides expert testimony which relies on informed judgment about the proper application of
financial models. The choice of firms having risk comparable to that of the Company is an issue.
Questar Gas Company.
The Company uses alternative approaches to estimate a reasonable range for the cost of
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distribution companies of risk and size said to be similar to Questar Corporation are analyzed.
Both Zacks and Value Line consensus earnings forecasts are used to estimate long-term dividend
growth. These growth rates plus spot prices for company stock produce a range of estimates of
required return on equity between 11.4 percent and 13.0 percent. The midpoint is 12.2 percent.
A comparable earnings analysis of the six companies is also performed. This method relies on
Value Line's projected return on common equity for each company, and yields a projected return
for 2000 of 12.6 percent, and for a longer-term period, 2002 to 2004, of 13.5 percent.
A Capital Asset Pricing Model (CAPM) analysis provides another estimate. Short-term
and long-term versions of this model yield estimates of 10.9 percent and 11.1 percent,
respectively. A comparison with historical equity risk premiums in the utility industry is said to
verify the reasonableness of the resulting recommendation, which, based on these analyses, is a
return on common equity of 12 percent.
Additional evidence is provided to support the recommendation. Alluding to an
empirical relationship between the cost of capital and interest rates, the Company focuses on
recent Federal Reserve actions raising the federal funds rate and the discount rate. Value Line,
the Company states, forecasts 2000 - 2004 earnings of 19 percent to 19.5 percent for its industrial
composite, and opines that comparative returns should be in excess of 13.5 percent given its
adjustment for overall market risk as measured by the appropriate beta. Though the Company's
analysis is updated at the time of hearing for recent changes in interest rates and capital costs, the
12 percent return on equity recommendation is retained.
The Company also sponsors the rebuttal testimony of a securities analyst who states that
the Division and Committee recommendations are insufficient to attract capital and provide a
reasonable return on equity. The witness asserts that the financial models relied on by other
witnesses are not used by investors and should serve only as a starting point. They should be
supplemented by a market-driven comparison standard such as indexing utility returns to a
five-year rolling average of returns on equity for Standard and Poor's top 400 industrial
companies. A negotiated monopoly discount could compensate for the advantage that the
exclusive franchise confers on regulated firms. The discounted indexed return would, the
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firms. Without higher authorized returns, the witness opines, investment in utility stocks will
diminish.
The Division.
In conjunction with its acceptance of the Company's recommended capital structure, the
Division recommends a return on common equity of 11 percent as a fair and reasonable return
that will attract the capital a successful company requires. A variety of methods are used to
derive and support this conclusion.
Constant and non-constant growth versions of the DCF model are applied to the group of
comparable firms recommended by the Company. The Division accepts this group. Its small
size, however, concerns the Division because of increased susceptibility to the influence of
companies having financial statistics that may not be representative ("outliers"). Such companies
can skew the results of an analysis. To account for this effect, the Division advocates the median
rather than the mean as a better measure of the central tendency of the group.
According to the Division, the key inputs of the constant-growth DCF model are stock
price and growth rate. For price, both spot and three-month averages are tested; no statistical
difference between them is observed. The Division uses spot prices. For the growth rate, the
Division uses an average of dividend and earnings growth rates. In theory, dividends and
earnings are assumed to grow at the same rate, and dividend growth rate is required for
applications of the DCF model. But, the Division states, projections of long-term dividend
growth rates are rare, and short-term growth rates are volatile and perhaps unsustainable over the
long run. The Division maintains that earnings growth is the upper limit for long-term dividend
growth and so averages this with dividend growth rates to yield its estimate of the long-term
dividend growth rate. Value Line provides forecasts of both earnings and short-term dividend
growth rates which are averaged by the Division to produce one estimate of long-term growth.
The Division also derives its own estimates, using Value Line data, of earnings and dividend
growth rates. These derived growth rates are averaged to produce another estimate of dividend
growth. These growth rates then produce a range of DCF estimates for the required return of the
six comparable companies of 9.78 percent to 11.54 percent. The midpoint is 10.66 percent.
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firms of 11.7 percent. The average of the 11.7 percent and 10.66 estimates is 11.18 percent. The
results of both methods suggest a range of 9.78 percent to 11.75 percent, the midpoint of which is
10.77 percent. Both the 11.18 percent and the 10.77 percent estimates are offered as support by
the Division for its recommendation of 11 percent.
The Capital Asset Pricing Model (CAPM) is used to check the reasonableness of the
11 percent recommendation. A risk-free rate of 6.14 percent, a market premium of 8 percent, and
a beta calculated as the average of the betas of the comparable companies, produces a mean
return estimate of 11.01 percent and a median of 10.74 percent. In the Division's view, these
estimates support its recommended 11.0 percent. The Division also employs the "Times Interest
Earned Ratio" (TIER) to affirm the reasonableness of the recommendation. This ratio is used by
financial rating firms like Standard and Poor's to establish bond ratings. The 11 percent
recommendation is sufficient to maintain the Company within the range of TIER values required
for its current bond rating.
The Committee.
The Committee recommends a range of reasonable returns on common equity of
10.5 percent to 11.5 percent, and a point estimate of 11 percent. This recommendation depends
on a hypothetical capital structure formulated as the average for the group of comparable
companies the Committee uses in its return analysis. Alternatively, should the Commission
accept the Company's actual capital structure, the Committee recommends a lower equity return,
10.5 percent, to compensate for the higher equity component in that capital structure and its
correspondingly lower financial risk.
The Committee relies on the DCF, the risk premium and the CAPM methods for
estimating return on common equity. The DCF is applied to Questar Corporation, the Value Line
group of gas distributors, and the six-company group used by the Company and the Division; the
Risk Premium Method to Moody's Group of gas distributors; and the CAPM to Questar
Corporation and the comparable companies. Results are checked against Value Line's projected
returns on equity.
An annual, constant growth DCF model is applied to Questar Corporation and two groups
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were eliminated if the DCF analysis produced a return estimate less than the cost of public utility
debt, 8.2 percent, or if for other reasons they were outliers. Though this group has a more diverse
risk profile than QGC, the Committee adjusts it to reflect these differences. A DCF analysis is
also performed using the Company's group of comparable companies. For its DCF analysis, the
Committee relies on Value Line's forecasted dividend growth rate and the average five-year
historical growth rate in earnings and dividends. In addition, a retention growth rate method
provides a check on the reasonableness of the other estimates. For stock prices, a Ihree-month
average is used in order to avoid the effects of stock price fluctuations.
With average prices, the estimated return on equity ranges from 9.27 percent to
12.17 percent, depending on the growth rate used. The Company's sample yields a return
estimate of 10.24 percent to 12.81 percent. Using Value Line's direct estimate of Questar
Corporation's dividend growth along with historical dividend growth, the Committee estimates a
return on equity for Questar ranging from 9.1 percent to 9.6 percent.
Though expressing reservations about CAPM, the Committee uses it to check the
reasonableness of its return estimates. An historical market premium of 8.05 percent is added to a
risk-free rate for 30-year Treasury bonds of 5.9 percent. Together with Standard and Poor's and
Value Line betas, these values produce a range for Questar Corporation of 10.72 percent to
11.20 percent, for the Committee's comparable group, 8.54 percent to 10.86 percent, and for the
Company's group, 8.70 percent to 10.78 percent. A risk premium, or "bond yield plus risk
premium" analysis yields estimates from 10.1 percent to 11.03 percent. The Committee believes
this method may be unreliable when the interest rate risk premium is different from the historical
premium because the interest rate risk premium associated with bonds can vary over time
depending on public perception of future inflation rates. During times of highly fluctuating
interest and inflation rates, the Committee states, bonds may appear riskier than stocks.
b. Discussion, Findings and Conclusions
Witnesses' point estimates of required equity return differ in a 100 basis-point range,
from 11 percent to 12 percent. The Committee and the Division each temper their
recommendations with observations on the Company's proposed, or actual, capital structure.
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equity component and lower financial risk have implications for the allowed return on equity
decision. In the Company's opinion, capital structure should not affect equity return because it
believes financial risk, as accounted for by financial rating firms, is reflected in its selection of
comparable companies. Further adjustment for this risk, it asserts, would be double counting.
We do not agree. The rating schemes employed by rating firms are too general to adequately
account for the effect of financial risk on regulated return on rate base. For example, Value
Lines's safety ranking ranges from 1-5; sample companies have a value of 2. Given the range,
this implies that a change from one rank to the next is a 20 percent difference in risk. In addition,
the risk measure is applied to Questar Corporation, not Questar Gas Company, even though, as
the record shows, the subsidiary is not as risky as the parent. We draw the conclusion that these
risk measures are insufficient to alleviate the need for further risk assessment. On this basis, we
find that capital-structure risk should be considered as we determine an appropriate rate of return
on equity.
The Company argues that a higher rate of return is necessary because interest rates
recently have risen. But the record does not support the Company's contention. Even if it did,
we would not conclude that cost of capital necessarily has increased. No mechanical relationship
exists — the Company agrees — between interest rates and cost of capital, particularly in the long
run. Several variables can affect the relationship between the cost of capital for a particular firm
and general interest rates. For example, perceptions of company- or industry-specific risk change
over time as do perceptions about inflation. In Docket No. 99-035-10, when this subject was last
addressed in a report and order, the Commission relied on testimony stating that no theoretical
basis exists to support assertions about a relationship between interest rates and the cost of
common equity.
We find that interest rates have not changed significantly since 1995, the time of the last
QGC general rate case, Docket No. 95-057-02. The record shows that interest rates were
approximately the same at the time testimony in the present Docket was filed as they were when
the order in that Docket was issued. In fact, interest rates for the 30-year Treasury bond and the
10-year Treasury bill are lower today. We note, correspondingly, that the Company recommends
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contains Company-sponsored evidence that rates for A-rated utility bonds have increased
approximately 60 basis points since the earlier Docket, no relationship between utility bond rates
and returns on equity, which adequately considers the effects of relevant variables, has been
established on this record.
We are aware that the number of comparable companies in the group the Company relies
on has decreased from ten in Docket No. 93-057-01 to six in the current Docket. The smaller the
group, the greater the potential influence of the abnormal. This gives rise to a controversy
between Division and Company witnesses over the appropriate measure of central tendency.
When an outlier can greatly influence the group's mean, or average, results, the Division argues
the best of alternatives is to employ the median instead. The Company supports the mean, while
the Committee expands the number of firms in the group by using less restrictive selection
criteria in order to avoid this small numbers problem.
In past cases, the Commission has opted to eliminate outliers. We continue to believe an
adjustment for outliers is appropriate. In the Company's group of comparable companies, one of
the six firms has an estimated earnings growth rate almost twice that of the next most rapid, and
is the only company in the group which, unlike the Company, has no weather normalization
provision in its tariff. For this reason, we give more weight to Division's use of the median and
Committee's use of a larger group than to the Company's insistence on the group mean.
Choice by witnesses of key variables in the DCF analysis is invariably a rate case issue.
Knowing that movement in stock price directly influences DCF outcomes, the Commission has
indicated a preference for a three-month average rather than a spot price. In this Docket,
however, the Division testifies it found no statistical difference between the spot price it uses and
average prices. Choice of an appropriate growth rate for dividends is another issue. We are
generally persuaded that the earnings growth rate is the upper limit for dividend growth rate, and
that short-run dividend growth is volatile and perhaps unsustainable. We therefore look to other
measures. On this record, an average of dividend and earnings growth rates is appropriate.
Testimony in this Docket shows lower equity return estimates for CAPM analyses than
for DCF analyses. The Committee's CAPM estimates for Questar Corporation, the Value Line
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Division's CAPM range is 10.74 percent to 11.01 percent. The Company's range is 10.9 percent
to 11.1 percent. These estimates indicate that an equity award of 11 percent is reasonable.
We are less confident of risk premium and comparable earnings approaches and accord
them less weight in our equity return decision. For example, Value Line projects an average
return on common equity for QGC's six comparable companies of 12.6 percent for the year 2000
and 13.5 percent for 2002 - 2004. Projected market returns for Value Line's industrial composite
influence us even less because a premium for unregulated versus regulated firms has not been
established on the record. The Committee's risk premium estimates are in a range of
10.09 percent to 11.03 percent.
Based on our consideration of the testimony and evidence, we determine that the allowed
rate of return on common equity should be 11 percent. This is well within the range of
reasonable returns of 10.5 to 12 percent produced on the record. In reaching this decision, we
depend on the results of financial-model analyses. As in past dockets, we rely most on the DCF.
We dismiss the contention that these models are inadequate and will investigate new methods
when tangible evidence is presented that the utility is unable to attract equity capital. Until then,
we will continue to rely on financial models and other relevant evidence. Capital structure or
financial risk also weighs in favor of a lower return award than requested by the Company. We
note the Division's examination of the Times Interest Earned Ratio as evidence the award of
11 percent will maintain the Company's current bond rating.
The allowed equity return, combined with the actual capital structure recommended by
the Company and the Division, produces a rate of return on rate base of 9.82 percent. This
overall rate of return is fair and reasonable. It will allow the Company to raise capital in the
market on reasonable terms.
B. UNDISPUTED ISSUES
Utah non-gas distribution revenue requirement is determined using a computer model
developed as a result of the Commission's order in Docket No. 93-057-01. This model begins
with the Company's unadjusted results of operations for the twelve months of the test year,
presented in the detail of the FERC accounts. Adjustments are made to the system results. The
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jurisdictions, with Utah responsible for roughly 96 percent. The Utah adjusted results are then
separated into those accounts relevant to the recovery of gas costs in pass-through proceedings,
and those relevant to the determination of distribution non-gas revenue requirement in general
rate proceedings. The values associated with the adjustments in the following sections are
system values, and thus do not correspond directly to changes in Utah distribution non-gas
revenue requirement. The incremental and cumulative effect on Utah distribution non-gas
revenue requirement of the adjustments are presented in each of Sections B through E, below.
Representatives of the Division and Committee have analyzed the Company's results of
operations for 1999, the test year for this Docket. A number of proposed adjustments to revenue
requirement are undisputed. It is our practice to accept adjustments, whether proposed by the
Applicant or the parties, which all agree should be adopted. Each undisputed adjustment is
briefly described in this Section.
1. WEXPRO Production Plant
This adjustment, rising from Section 5(b) of Exhibit E of the Wexpro Agreement,
requires that the production plant component in each Questar Gas rate base plant account be
reduced by 6.3 percent. According to the agreement, Wexpro adds 6.3 percent of Questar Gas's
production plant to the Wexpro investment when calculating the Wexpro service fee charged to
Questar Gas. The agreement also removes 6.3 percent of the accumulated depreciation, depletion
and amortization associated with production plant. It reduces rate base by $1,668,118.
2. Underground Storage
Pursuant to the final order in Docket No. 93-057-01, Account 164, Gas Stored
Underground - Current, is to be accounted for in the Company's pass-through cases and excluded
from test-year rate base in distribution non-gas rate cases. This is accomplished by allowing a
return on the actual average balance in this account to be entered as a gas cost. An adjustment
removes the total balance of Account 164, or $14,016,185, from rate base.

DOCKET NO. 99-057-20
-143. Banked Vacations
Questar Gas employees can accrue up to one year's worth of vacation and carry it
forward. Because the allowed vacation in each year is included in the labor overhead of that
year, the "banked" vacation represents compensation for work performed but not yet paid for.
Consistent with the Commission's order in Docket No. 93-057-01, the adjustment is calculated
as the projected 13-month average banked vacation for the period ending December 31, 1999.
This adjustment reduces rate base by $858,413.
4. Sale of Company Property
The Company sold certain utility properties both prior to and during the test year. Net
investment in the properties was not removed from test-year rate base in the Company's filing
and depreciation expense on them was included in test-year expense. An annualization
adjustment removes net investment of $2,135,759 and depreciation expense of $81,247 for these
properties from the test year.
5. Forecasted Revenues
Test year revenues, including distribution non-gas, supplier non-gas, gas commodity, and
other revenues, as well as gas supply expenses, are adjusted by the Company to forecast levels.
For the GS-1 and GSS Schedules in particular, the Company adjusts volumetric sales for
test-year temperatures that were warmer than usual, stating temperature-normalized sales
volumes and revenues on a calendar-month basis, and bills the temperature-adjusted test-year
sales volumes at rates that became effective December 1, 1999. Normal temperatures are based
on a thirty-year period ending December 31, 1990. Also, large customers who changed rate
classes during the test year are billed on their current rate schedule throughout the test period.
Included in this adjustment is an increase in distribution non-gas revenues of $3,823,902. In
addition, the tariff distribution non-gas revenues are subject to adjustment in C.12, below, and
revenues from the New Premise Fees and Service Initiation Fees are subject to adjustment in
C.ll, below.

DOCKET NO. 99-057-20
-156. Oak City Revenues
Due to problems during the service sign-up of customers, revenues from the Extension
Area Charge in Oak City, Utah were not collected. This adjustment recognizes that these charges
should have been collected, and increases revenues by $12,240.
7. Labor Annualization
Questar Gas normally specifies merit increases for employees effective September 1 of
each year. This adjustment annualizes the effect of the merit increase back to the beginning of
the test year, and increases system labor and overhead costs by $1,610,062.
8. Phantom Stock
Consistent with the Commission's Order in Docket No. 93-057-01, an adjustment has
been made to increase the expense for the 12-months ended September 1999 by removing all
entries related to "phantom stock" for Questar Gas and Questar Regulated Services. The
adjustment reflects actual Distrigas allocation percentages (discussed in Section D.17) used to
allocate phantom stock charges from Questar Corporation to Questar Gas, and decreases
expenses by $406,351.
9. Uncontested Advertising
In the final order for Docket 93-057-01, the Commission delimited the types of
advertising expenses recoverable in rates. Following that order, this adjustment removes
undisputed amounts of advertising determined by the parties unrecoverable from utility
ratepayers, and decreases expense by $613,370.
10. Olympic Contributions
Questar Gas is an official supplier of the Salt Lake City 2002 Olympics. This adjustment
removes $10,039 in expenses or contributions made by Questar Gas or allocated to Questar Gas
by an affiliate.
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This adjustment reflects that portion of industry association membership dues and
donations for lobbying and political organizations during the test year which were identified and
removed by the Company, and uncontested by the Division and the Committee. The adjustments
include costs that were charged directly to Questar Gas from Questar Corporation or indirectly
through Questar InfoCom, Questar Pipeline and Questar Regulated Services. It reduces expenses
by$113,164.
12. Jazz/Buzz/Grizz Tickets
This adjustment removes that portion of the Jazz/Buzz/Grizz tickets, allocated directly to
Questar Gas from Questar Corporation or indirectly through affiliates, that were related to
marketing, reducing expenses by $33,566. A second portion of Jazz/Buzz/Grizz tickets, related
to an employee recognition program, is addressed in Section IID.
13. Affiliate Rate of Return
Certain services provided by Questar Corporation and affiliates are billed to Questar Gas
at cost-of-service rates that include a return on investment tied to Questar Gas's currently
authorized return on equity. This adjustment reduces those expenses to reflect the rate of return
on equity authorized in this Report and Order. Additionally, it reduces expenses for corporate
aircraft charged to Questar Gas. The need for and method of calculating the adjustment are
undisputed. The adjustment decreases expenses by $251,142.
14. Questar Energy Services
Prior to this test year, Questar Energy Services was transferred from the Market
Resources Group of Questar Corporation to Questar Regulated Services. Questar Energy
Services is an unregulated marketing organization that offers products and services to customers
in Utah and Wyoming. During the test year, Questar Energy Services was not included in the
Distrigas portion of the allocation of Questar Regulated Services costs among affiliates. This
adjustment is the amount of Questar Regulated Services expenses allocated to Questar Gas that
should have been allocated to Questar Energy Services during the test year. This adjustment
reduces expenses by $166,431.
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In July 1999, Questar Gas began accepting credit-card payments. The Company pays a
fee to credit card companies when it accepts payments in this way. An adjustment annualizes
credit-card expenses for the test year. It increases expenses by $16,483.
16. Questar InfoCom Y2K
During 1999, Questar Gas incurred charges of about $1,449,000 from Questar InfoCom
for projects related to Y2K preparation and program modifications. This adjustment amortizes
these expenses over a three-year period, allowing recovery of about $483,000 annually. It
reduces expenses by $966,363.
17. SCT Banner
Prior to the test year, Questar Gas purchased a computer software system, SCT Banner,
which it expected to use as a customer information and billing system. During the test year, the
Company determined that this program would not be used. This adjustment removes the
13-month average investment of $322,000 from rate base, and removes $1,555,823 of
depreciation expense related to writing off the system. It also removes $218,000 of the 1999
annual maintenance costs associated with this system.
18. Gathering
The Commission's final orders in Docket Nos. 95-057-30, 96-057-12 and 97-057-11
require removal of expenses for gathering Company-owned gas production from the gas-cost
portion of rates for recovery through the distribution non-gas portion. This adjustment
annualizes these expenses into the test year. When the Company calculated test-year revenues
using the weather-normalized test-year volumes at rates in effect on December 1, 1999, the
annual revenues related to gathering were fully included. The expense annualization is needed to
match the revenues. This adjustment increases gathering expenses by $7,703,278.
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This adjustment decreases expenses by $9,249 for removal from the test year of two
out-of-period expenses that were included in the Company's reported results of operations. The
first expense is for temporary one-time charges for rental property sold by Questar Gas to Nu
Skin International until Questar Gas was able to move into other facilities in January 1999. Its
removal decreases expense by $14,796. Second, Questar Gas underbilled Universal Resources
Corporation for premises that it leases at Questar Gas' storage building. This entry represents
additional rental income received for the period September 1 to December 31, 1998. Its removal
increases expense by $5,547.

C. UNCONTESTED ISSUES IN STIPULATION
The Company, the Division, and the Committee submitted the Joint Stipulation on
Revenue Requirement Issues on June 2, 2000. On the first day of hearings, June 5, 2000, these
parties each provided a witness to support the Stipulation. The Company moved the
Commission to approve the Stipulation on the basis of their testimony and supporting record
evidence. On June 6, 2000, we approved the motion and accepted the Stipulation, which is
attached to this Report and Order as Appendix 2.
The Stipulation separates revenue requirement issues into uncontested, stipulated, or
contested groups. We begin with the uncontested issues. Testimony indicates parties to the
Stipulation would not have contested them even in the absence of this Stipulation.
1. Co-op Advertising
By Commission rule, promotional advertising expense cannot be recovered from
ratepayers. This adjustment removes co-op advertising expenses of $7,070, as promotional
advertising, from the test year.
2. Professional Gas Cooking Advertising
This adjustment removes a professional gas cooking advertising campaign of $14,400, as
promotional advertising, from the test year.
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This adjustment removes $18,722 in dues paid to the Pacific Coast Gas Association for
the year 2000. This payment, related to a period beyond the test year, is a duplicate payment of
dues during the test year. 1999 dues were paid by Questar Corporation, billed to Questar
Regulated Services, and allocated to Questar Gas in April 1999. Subsequently, 2000 dues were
paid by Questar Regulated Services and allocated to Questar Gas in December 1999.
4. REACH Program Payments
The Residential Energy Assistance through Community Help (REACH) program is
administered by the American Red Cross. Voluntary contributions from Questar Gas customers
are placed in a fund that the Red Cross distributes to qualifying individuals to help them pay their
Questar Gas bills. Initially, the Division proposed to disallow a payment from Questar Gas to the
American Red Cross as a charitable contribution. The proposed adjustment was subsequently
withdrawn because the payment helps to cover REACH program administrative costs. The
Commission has previously approved recovery of these costs in rates.
5. Business Development Activities
During the test year the Company incurred expenses for business development in Ireland.
In addition, a consultant was retained to assist in the new business development activities of
Questar Pipeline and other non-regulated affiliates. These costs were allocated to Questar Gas by
Questar Regulated Services. This adjustment removes $102,643 of expenses from the test year.
6. Out-Of-Period Expenses
This adjustment removes several expense items that are out-of-period. The first is a
$32,004 payment, termed DocuCorp International, for an annual license fee that should have
been paid in 1998, but was not paid until June 1999. The 1999 annual license fee was also paid
in 1999, resulting in double payment in the test year. Second, several charges from Questar
Regulated Services which when allocated to Questar Gas total $56,702, are identified as
out-of-period charges. Third, two charges from Questar Corporation, when allocated to Questar
Gas total $4,867, are identified as out-of-period charges. One is a payment for travel bill made in
1998 to American Express. The other is a payment for Industrial Relations Council Dues for
2000, when the test year already includes the payment of such dues for 1999. This adjustment
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the test year.
7. Other Affiliate Charges
This adjustment removes other charges from affiliates that should not be recovered from
ratepayers of the regulated distribution company. These include expenses associated with
Southern Trails which, when allocated from Questar Regulated Services to Questar Gas, total
$4,116, and charges from Questar Corporation which, when allocated to Questar Gas, total
$24,906. The adjustment removes $29,022 in expenses associated with affiliate activities from
the test year.
8. Golf & Skiing Expenses
This adjustment removes from the test year $1,409 in expenses related to customer
golfing and skiing events.
9. Lobbying
This adjustment removes $80,054 of expenses for lobbying and other political activities
incurred during the test year. It includes costs that were charged directly to Questar Gas from
Questar Corporation or indirectly by means of the Distrigas allocation formula from Questar
InfoCom, Questar Pipeline and Questar Regulated Services.
10. State Income Tax
This adjustment removes an incremental tax benefit allocated to Questar Gas as a result
of Questar Corporation's consolidated Utah tax return, and increases Questar Gas expense by
$49,232. For state income tax purposes, the Utah portion of consolidated business income is
computed based upon the ratio of assets, payroll and total sales in Utah to the total of the
consolidated Company, including affiliates. This adjustment prevents ratepayers from paying
additional taxes arising as a result of affiliate earnings or, as is the case here, paying less in taxes
as a result of affiliates' losses.

DOCKET NO. 99-057-20
-2111. Other Revenue
In the Company's forecasted revenues adjustment, B.5 above, the Company increased the
actual Utah amounts recorded on its books for the Services Initiation Fees by $6,424 and
decreased the New Premises Fees by $347,880. This adjustment reverses that portion of the
Company's revenue adjustment by restoring actual for estimated revenues. It also includes an
increase in Utah revenues of $37,400 associated with an undisputed increase in the fees for
processing bad checks, discussed in Section II. A. 1 below. The total of this adjustment increases
revenues by $378,856.
12. Tariff Distribution Non-Gas Revenue
In the Company's revenue adjustment, B.5 above, the Company included forecasts of
distribution non-gas revenues for tariffed rate schedules. This adjustment reverses portions of
the Company's revenue adjustment to include actual test-year billing adjustments including
minimum bills for certain individual customers that did not meet their contract-demand
requirements. The adjustment increases tariffed distribution non-gas revenue by $240,639.
13. Equal Payment Plan
In its direct testimony, the Committee proposed to remove from rate base the test-year
average Equal Payment Plan balance on the belief that the balance was not adequately
represented in the lead-lag study. This study had been used in Docket No. 93-057-02 but was
later revised by the Company. Also revised was the calculation of the Accounts Receivable lag.
The revisions were filed in Docket 95-057-02 and in the present Docket. The method for
calculating the Accounts Receivable lag now captures the effect of the Equal Payment Plan.
Consequently, the proposed adjustment was withdrawn.
14. Prior Period Clearing Account Adjustment
To cover warehouse overhead costs, the Company adds ten percent to the cost of
materials issued. In 1998, this resulted in over-recovery of stores expense, and a subsequent
accounting entry reducing expenses by $320,000 was made during the 1999 test year. This
adjustment removes the expense decrease associated with a prior period, thereby increasing
expense for the test year.
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Payments of regulatory utility fees in Utah, Wyoming and Idaho of $1,401,049 were not
recorded in test-year expenses. This adjustment increases expenses in the test year to include
them.
16. Miscellaneous Corrections
Legal expenses of $79,064 for gas-supply litigation involving Jack J. Grynberg were
included in test-year expenses. These expenses are properly recorded in the 191 Account and
recovered through gas costs. Second, charges from Questar InfoCom of $245,735 for
maintenance of the Appliance Financing program were included in the test year but should have
been charged to Questar Energy Services, which now administers the program. This adjustment
removes these two expenses from the test year.

D. STIPULATION OF CERTAIN REVENUE REQUIREMENT ISSUES
The Joint Stipulation on Revenue Requirement Issues, which we adopted on
June 6, 2000, neither resolves issues individually nor is precedent for future regulatory treatment
of them. The Company, the Division, and the Committee, as parties to the Stipulation, testify
that the stipulated outcome for the set of issues as a whole is reasonable. Each party reaches this
conclusion in its own way, which, while protecting the confidentiality of negotiations, is
generally stated on the record. The Company testifies that it considered likely outcomes for each
issue and a reasonable resolution of them in total, that is, without requiring a specific decision for
each issue. The Division states that it did not compromise on adjustments concerning which the
Commission had previously ruled. Most of its proposed adjustments, it states, were unchanged
as a result of stipulation. The Committee believes the Stipulation is close to what the
Commission would have ordered had each issue been separately litigated, is beneficial because it
narrows the focus of the proceeding to adjustments which are the real basis of the Company's
case for a rate increase, and allows the customers the Committee represents to know why the
Stipulation should be supported.
The Stipulation states that: (1) the parties have not been able to reach an issue-by-issue
agreement on the stipulated issues presented in this Section, (2) the parties have concurred on the
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deficiency, (3) the Stipulation shall not constitute an acknowledgment by any party of the validity
or invalidity of any principle of ratemaking, and (4) the Stipulation shall not be introduced or
used as evidence for any other purpose in a future proceeding by any party to the Stipulation.
In this Section, the positions taken by the Division and Committee are presented. The
Company takes no position with respect to the specifics of these stipulated issues. The
Stipulation, based on the Company's proposed rate of return on rate base, decreases by
$1.55 million the increase in distribution non-gas revenue requirement relative to the Company's
position on all issues as of May 15, 2000.
1. Advertising/In-Flight Audios
The Division and Committee propose an adjustment to remove $14,260 in corporate
financial advertising expenses allocated to Questar Gas for "In-flight Audio" interviews with
Questar's vice-president of public affairs aired on airlines while in flight. These advertisements
promote Questar Corporation stock and are directed to potential investors. The Committee's
initial adjustment was $11,024, but it would adopt the Division's higher figure for purposes of
stipulation.
2. Advertising/Smart Money
For purposes of stipulation and settlement, the Committee would withdraw a proposed
adjustment to remove $11,710 in Smart Money advertising expenses.
3. Advertising/Clean Air
The Division would support an adjustment to remove $11,041 in expenses for public
interest advertising related to clean air.
4. Advertising/1999 Fact Sheet
The Committee proposed an adjustment to remove $82,906 in corporate financial
advertising expenses, allocated to Questar Gas, for a 1999 Fact Sheet placed in three magazines
detailing financial highlights and other information for investors. In reaching the stipulation, the
adjustment would be reduced to $41,453.
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Initially, the Committee supported an adjustment to remove $53,063 in expenses
associated with the portion of the American Gas Association dues related to governmental
relations, which the Committee regards as lobbying activities. For purposes of stipulation,
$5,306 would be disallowed.
6. Dues & Donations/Homebuilders
An adjustment, proposed by the Division and Committee, would remove $7,808 in
expenses for contributions to economic development and homebuilder's associations.
7. Dues & Donations/Economic Development Corporation
An adjustment, proposed by the Division and Committee, would remove $40,000 in
expenses for Questar Gas' support of the Economic Development Corporation of Utah.
8. Questar Corporation Incentive Compensation
Questar Corporation allocates a share of incentive plan payouts to Questar Gas, which
proposes to increase this share by $22,655 based on the five-year average payout associated with
operating goals. The test-year amount, however, was zero. The Division and Committee would
remove this adjustment, thereby excluding from regulated revenue requirement the incentive plan
expenses allocated from Questar Corporation.
9. Jazz/Buzz/Grizz Tickets
The Division proposes an adjustment to remove $20,665 in expenses for Jazz/Buzz/Grizz
tickets given to Questar Gas employees for exemplary performance. For purposes of stipulation,
the Division would withdraw the adjustment.
10. Company Store/Paragon Press
The Division and Committee propose an adjustment to remove $39,658 in expenses, the
allocated portion of the cost of producing a book on the history of the Company.
11. Lead-Lag Study Update
The original and revised filings by the Company in this Docket include a calculation of
cash working capital using a Docket No. 95-057-02 lead-lag study. That study, based on
calendar year 1994, provided a net lag of-1.346 days. In the Company's rebuttal filing, a revised
lead-lag study based on calendar year 1999 is used. It provides a net lag of 0.115 days. The
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residential customers paying more slowly than in 1994. Also contributing to the change were
decreases in the lead time associated with gas purchases and other accounts payable. The revised
study includes the full impact of the Equal Payment Plan. The Division reviews the 1994 and
1999 lead-lag studies and finds them consistent with Commission Orders. The Division and
Committee would support the use of 0.115 net lag days to calculate cash working capital.
12. Prepaid Pension Plan
Prepaid pension expense is a balance-sheet account the Company uses to record the
difference between cash contributions to the pension plan and pension expense recorded on the
income statement. As of December 31, 1999, this account had a debit balance of $2,399,941,
reflecting the amount cumulative cash contributions to the pension plan exceed recorded pension
expense. In 1987, SFAS 87 changed the way pension expense is to be recorded. SFAS 87 seeks
to properly record the cost of pension benefits over the expected work-life of employees using
current interest rates. It offsets the cost with returns earned by assets in the pension fund.
The pension plan actuary has continued to calculate required cash contributions to the
plan using Internal Revenue Service and Department of Labor requirements. Since 1987,
pension expense calculated pursuant to SFAS 87 has differed each year from the cash
contributions. In its direct testimony, the Division proposes to reduce rate base by the
$2,399,941 balance in this account. To reach stipulation, the Division would support an
adjustment to remove $233,680 from rate base.
13. Gain On Sale Of Property
During the test year, the Company sold two former business office sites realizing a gain
of $895,278 for the "Salt Lake South" property and $203,958 for the "Price" property. The total
gain, $1,099,236, is recorded by the Company in Account 421, a below-the-line account. The
Division proposes an adjustment, for rate-making purposes, to amortize the gain over three years,
and thereby to increase test-year revenues by $336,412. Initially, the Committee proposed to
include the entire gain in test-year revenues. For purpose of stipulation, it would support
including half, or $549,618.
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During the test year, a $574,356 contribution in aid of construction was received from a
large customer. In the Company's original filing, the entire amount was removed as a one-time,
non-recurring item. The Division would propose an adjustment to amortize this contribution
over three years, and thereby include $191,452 in test-year revenues.
15. Questar Gas Incentive Compensation
Questar Gas has two incentive compensation programs, the Annual Management
Incentive Plan (AMIP) for management and the Performance Incentive Plan for Employees
(PIPE) for other employees. The plans have the same financial and operating goals. During the
test year there were no payouts in the AMIP plan. Payouts for the PIPE plan were 1.56 percent,
all related to operating goals.
Proposed adjustments remove the accrual for PIPE and AMEP plans from the test year and
substitute the appropriate payout amounts for the plans in the test year. The Company proposes
to include $1,296,280, based on a five-year average of plan payouts related to operating goals;
the Division, $681,280, based on recognizing only a portion of the customer service goal; and the
Committee, $760,000, based on the 1999 percentage of operating goals and payroll base, but
excluding overheads from the calculation. The net adjustment the Company proposes is an
increase in expenses for the test year of $110,280; the Division, a net decrease of $504,720; and
the Committee, a net decrease of $426,000.
The Division and Committee would remove from expenses the actual 1999 accrual of
$1,186,380. Applying the 1.56 percent payout of the PIPE plan to test-year base payroll, with an
overhead rate of 19.45 percent, yields a total test-year incentive plan payout, as proposed by the
Company, of $907,405. For purposes of stipulation, the Division and Committee would accept
this amount. Thus the net adjustment which the Division and Committee would support is a
$278,975 decrease in expense.

DOCKET NO. 99-057-20
-2716. Uncollectible Accounts
The Company proposed an adjustment to reduce uncollectible expense by $4,181, the
actual write-off during the test year and an amount less than that accrued to expense during the
test year. In its direct testimony, the Division proposed an adjustment decreasing uncollectible
expense by $529,134 based on a three-year average, 1995-1997, of the ratio of net writeoffs to
average accounts receivable. This ratio was fairly consistent during that period at approximately
6.3 percent. 1998 and 1999 would be excluded by the Division because at 7.9 and 8.7 percent,
respectively, the ratios of net writeoffs to average accounts receivable depart from the more
consistent ratios of prior years. The Division also included $300,000 in its calculation of net
write-offs, an amount the Company indicates is attributable to the effect of increased
bankruptcies on uncollectible expense during 1998 and 1999. In its direct testimony, the
Committee proposes an adjustment decreasing uncollectible expense by $544,675 based on a
five-year average, 1995-1999, of the ratio of net writeoffs to average accounts receivable. For
purposes of stipulation, the Division and Committee would support an adjustment decreasing
uncollectible expense by $290,015, based on a three year average, 1997-1999, of the ratio of net
writeoffs to average accounts receivable.
17. Distrigas Allocation Update
The Distrigas formula allocates Questar Corporation common costs to subsidiaries. The
Division recommends updating the Distrigas formula for 1999 operating results in order to reflect
test-year changes. For purposes of stipulation, the Division and Committee would support an
adjustment to reduce expenses by $146,471.
18. Gas Research Institute
The Company proposes an adjustment to increase expense in the test period by $215,932
to recover, in distribution non-gas rates, Gas Research Institute ("GRI") funding of research and
development (R&D). In the past, support for this R&D has come through payment of a
FERC-approved charge which is included in interstate pipeline rates. The charge, about $2
million per year, has been collected from Questar Gas's sales customers. The FERC has
approved an agreement in a recent GRI proceeding to phase out the mandatory pipeline charge in
yearly increments through 2004.
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supplier non-gas costs and to increase distribution non-gas costs. Total R&D costs recovered
from customers would be unchanged. The 1999 reduction in the FERC surcharge is $215,932,
an amount reflected in rates for Questar Gas's Utah customers effective December 1, 1999. The
Division and Committee propose to exclude any GRI amounts from test-year expenses, but for
purposes of stipulation would withdraw the adjustment. This issue is addressed in Paragraph 11
of the Stipulation.
19. Reserve Accrual
The Division proposes an adjustment to decrease expenses by $703,280 for a five-year
amortization of $879,100 in a reserve accrual for the Company's self-insurance program. The
Company agrees with the proposal. In its direct testimony the Committee recommends exclusion
of the entire amount from the test year, a further expense decrease of $175,820. For purposes of
stipulation, the Committee would withdraw its adjustment.

E. C0 2 GAS PROCESSING COSTS
In Docket No. 98-057-12, the Company applied, among other things, for approval of its
contract with an unregulated affiliate, Questar Transportation Services Company ("QTS"), for
removal of carbon dioxide from central Utah "coal seam" gas which, transported by its affiliate,
Questar Pipeline Company ("QPC"), was entering its distribution system. The Company
contends that, by early 1998 when the likelihood of continuing increases in the volume of this
gas became apparent, it had no acceptable alternative but to process the gas because it has a
lower BTU content than the distribution system requires and will not burn safely in customer
appliances. A decision regarding the contract was not reached in that Docket, however. On
page 8, the December 3, 1999 Report and Order explains: "While QGC presents some evidence
intended to address the prudence of entering into the contract and the reasonableness of its terms,
the Division and the Committee maintain that these proceedings are not a prudence review and
the Commission should not address the reasonableness of the terms. The prudence and
reasonableness issues are purposely not resolved by this Order." As stated in the Order's
Synopsis, a "[r]equest for approval of the contract and recovery of costs must be considered
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in Utah Dept. of Business Reg. v. Public Ser. Comm w, 614 P.2d 1242 (Utah 1980)."
The Company's Application in the present Docket seeks recovery of $7, 343,000 of gas
processing costs incurred pursuant to the contract with QTS, but, unlike the preceding Docket,
does not seek approval of the contract. In filed direct testimony, the Division recommends
disallowance of half the processing costs while the Committee opposes recovery of any. In the
Committee's view, the decision to enter the contract is imprudent and the processing costs are
not reasonably the responsibility of QGC customers. The Large Customer Group states in direct
testimony that it does not support recovery of processing costs from ratepayers.
Except for the Committee and the Large Customer Group, these positions changed with
the filing prior to hearing, on June 2, 2000, of a C0 2 Stipulation by the Company and the
Division resolving between them the issues of cost recovery and ratemaking treatment of gas
processing costs. In the C0 2 Stipulation, which is attached as Appendix 3, the Company and the
Division "agree and stipulate that C0 2 processing contract costs in the amount of $5 million for
the Utah jurisdiction should be included in the revenue requirement in this case." The
Committee and other intervenors are not party to the Stipulation and do not agree to its terms.
At hearing, Division and Company witnesses explained the Stipulation and were
cross-examined. To provide a context for the Stipulation, all witnesses who filed testimony on
the gas processing issue presented that testimony at hearing and were cross-examined. The
Committee's pre- and post-Stipulation opposition to cost recovery is unchanged. Subsequent
filing of an Allocation and Rate Design Stipulation, attached as Appendix 4, removes other
intervenors' objections to gas processing cost recovery. We begin with a summary of these
positions.
The Company testifies that it approached Utah regulators in early 1998 to explain the
effect of the increasing amounts of low-BTU central-Utah coal seam gas entering its system.
This gas is transported by affiliate Questar Pipeline Company. Though it contains high levels of
inert carbon dioxide, the gas meets QPC pipeline specifications. Thus, the Company asserts,
QPC is obligated under Federal Energy Regulatory Commission ("FERC") open-access rules to
accept it. A "major safety risk" and an "acute problem that required relatively rapid analysis and
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The Company believes declining BTU content ultimately will require changing appliance
set points in the QGC service territory. If this were attempted at once, the cost is unacceptably
large - over $100 million. When the magnitude of the coal seam gas problem became apparent
in early 1998, the Company reports that research had just shown carbon dioxide removal would
permit safe consumption of the coal seam gas. Providing this processing, it concluded, was the
only option among those considered that it could implement in time to assure customer safety.
QGC thereupon contracted with QTS for cost-of-service gas processing service. Its
testimony supports the choice of QTS as best both for getting the job done on time and for
providing the service less expensively, at cost-of-service. Others, the Company testifies, would
not have been satisfied with regulated rate of return. In the Company's view, carbon dioxide
processing has successfully permitted it to manage BTU content as required by Commission Rule
R746-320-2.B while meeting the goals of timeliness and assured customer safety.
The Division testifies that QGC's decision to enter the gas processing contract was "not
entirely prudent," in part because of the influence of affiliate relationships. In Docket
No. 98-057-12, Division witnesses concluded the QGC decision appeared to have been driven by
the interests of Questar Corporation rather than the interests of QGC's customers. Affiliates, by
Division calculation, could realize $6.3 million per year in revenues for gathering, transporting,
storing, and processing coal seam gas. Thus, the Division asserts, the Company did not pursue
relevant options such as refusing to take this gas. It did not, as a further example, seek changes
in QPC's pipeline specifications at the FERC. Once it had decided to pursue gas processing, the
Division says, QGC did not bid the entire gas processing project but contracted with an
unregulated affiliate.
The Division testifies in Docket No. 98-057-12 that a well-documented QGC decision
process, showing how all available alternatives were objectively analyzed, that is, at arms-length
from affiliate interests, and the reasons why gas processing is the best among them, does not
appear to exist. As a result, and even with the added time afforded by the present Docket, it
cannot determine whether the choice of gas processing, and the contract which facilitates it, is
prudent. Conversely, the Division testifies, it cannot conclude the choice was imprudent
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processing has effectively solved a real problem of customer safety, it therefore in the present
Docket seeks a reduction in gas processing expense recovery. A reduction also can be supported,
the Division testifies, by reducing plant depreciation expense and offsetting processing costs with
the net revenues handling coal seam gas provides QGC's affiliates.
The Division's recommendation for reduced expense recovery is further supported by its
analysis of the likely outcome had the Company pursued a case at the FERC. On equity and
efficiency grounds, it argues a good case could have been made for requiring gas producers or
shippers to pay processing costs. Since the southern pipeline, where gas enters the QGC system,
was built to bring high quality gas to QGC customers, the shipper, QGC, which pays the bulk of
pipeline costs, should expect delivery of gas of required quality. Pipeline specifications should
have been set accordingly. In view of the fact that this has not occurred, the Division believes an
equity issue exists.
The Division terms the safety risks and mitigation expense caused by the entry of coal
seam gas into the QGC distribution system a "substantial external cost." Its economic analysis
establishes that if producers of the coal seam gas do not bear ("internalize") these external costs,
inefficient resource production and consumption decisions will occur.
Had QPC refused the coal seam gas, the Division believes producers would either have
processed it themselves or appealed to the FERC to force pipeline delivery. The basis for refusal
of this gas is found in paragraph 13.5 of the QPC tariff, which states: "Questar shall not be
required to accept gas at any point of receipt that is of a quality inferior to that required by
shipper or a third party at any point of delivery on Questar's system."
The Division speculates that the worst outcome if the issues had been taken to FERC is
an order requiring QPC to deliver the gas but, to prevent the safety problem on QGC's system,
after processing. QGC, as the largest shipper, may have been required, on a volumetric basis, to
pay most of the processing costs. Other alternatives include requiring producers, as beneficiaries
of open access, to pay; enforcing paragraph 13.5 as a reasonable way to maintain open access
without imposing tighter pipeline specifications; and — QGC's position in the present Docket —
requiring QGC as the entity whose high BTU requirements might be considered the cause of the
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middle ground. This middle ground, it testifies, is its recommendation to disallow half the
processing costs for which QGC seeks recovery.
The Large Customer Group ("LCG") cites the ratemaking principle of cost causation to
argue that QGC customers should not pay gas processing costs. LCG believes affiliate
relationships influenced the QGC choice of gas processing. It presents an economic analysis
similar to that of the Division which concludes that gas processing costs should be borne by gas
producers in order to prevent inefficient production decisions. Notwithstanding these arguments,
LCG, as a party to the Allocation and Rate Design Stipulation withdraws its opposition to
recovery by customers of gas processing costs.
Recovery in rates of gas processing costs, the Committee testifies, is not supported by the
record and is not in the public interest. To develop this position, the Committee relies on the
ratemaking principle of cost causation. It believes the record is clear that, absent coal seam gas, a
general decline in the BTU content of the gas supply would have been handled by QGC without
gas processing. It is, the Committee asserts, coal seam gas production, and transportation by
QPC, that causes the processing requirement. Because this is the cause, producers, the pipeline,
or both, should bear processing costs. The Committee disputes the QGC assertion that the cause
of the problem is the high BTU requirement of the QGC system and hence customer safety.
In no other case, the Committee states, does a local distribution company like QGC
directly pay the costs of gas processing. If processing instead is part of the cost of a particular
gas supply, the Committee argues, QGC can make an economic decision whether or not to
purchase it.
The Committee supports its position by reference to the economic analyses submitted by
Division and Large Customer Group witnesses which conclude that, on equity and efficiency
grounds, QGC customers should not bear gas processing costs in the manner proposed by the
Company. The Committee believes QGC's choice of the processing option shows the influence
of affiliate relations. It relies in part on Division testimony to the effect that QGC affiliates
realize several million dollars per year of benefits from gathering, transporting, storing, and
processing coal seam gas. It cites FERC decisions in which processing costs have been imposed
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requesting tighter pipeline specifications, imposition of paragraph 13.5 — are not only likely to
have borne fruit but are demonstrably in the public interest whereas gas processing paid by QGC
customers is not. An unaffiliated local distribution company, the Committee claims, would not
have selected this option, but, with clear prospects for success, would have taken its case to
FERC.
The following reasons are given by the Company and the Division for the alterations in
their positions which led to stipulation. The Division believes the safety problem for customers
caused by low-BTU coal seam gas is real and that gas processing is effectively solving it.
Combined with its inability to conclude that the decision to enter the contract is imprudent, this
leads the Division to support recovery of 50 percent of processing costs. Though the Stipulation
would permit the Company to recover $5 million (about 68 percent of its original request), the
Division cites as an offsetting factor the Stipulation's limitation of recovery to a maximum of $5
million per year for a five-year period beginning June 1999. 3y setting a maximum on recovery
and limiting the term, the Division believes ratepayer risk is mitigated and effectively capped.
The Stipulation also gives regulators the opportunity to argue, in subsequent dockets during the
five years, the case for recovery of a lesser amount. In the sixth year, the Company must make
the case for recovery of anything at all. As a result, ratepayers no longer are responsible for all
gas processing costs. To reach this, the Division agrees to give up a claim to revenues generated
by processing gas for third parties. At present, this is a small amount and it is expected to remain
small so long as QGC requires most or all of the processing facility's capacity. Ratepayers are
protected by the cap from the effect of other factors, such as construction of Mainline 104, a
pipeline which may carry coal seam gas away from the QGC system, thus reducing the
processing requirement, the Division states. For the Company, the Stipulation recognizes the
Company's obligation to manage BTU content to protect customer safety and reasonably resolves
a cost recovery issue in doubt for two years.
As the record on a dispute that has carried through two dockets has developed, we
face the question whether the contested C0 2 Stipulation resolves it in a way that is both
reasonable and in the public interest. The answer turns first on the problem that lies at the heart
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coal seam gas. It turns second on whether we must rule on the decision to enter the contract
(whether prudent) or instead can examine the outcome of that decision (whether reasonable).
QGC maintains that its long-standing but unusually high BTU requirement creates a
safety problem for customers when lower-BTU coal seam gas enters its system, an occurrence it
says cannot be prevented. As a public utility, QGC argues it is obligated to redress the problem
effectively and is entitled to recover from customers the reasonable costs of doing so. The
Committee rejects this description of the problem and its cost-recovery consequence. In its view,
the problem is production and transportation of low-BTU coal seam gas; it follows that
producers, shippers, or both, are the parties from which cost recovery must be sought.
We believe this difference in problem statement is relevant to the period before coal seam
gas was recognized as a specific problem requiring swift and effective action, that is, as distinct
from the earlier, and as the Company testifies, continuing general decline in the BTU content of
gas supplies of which the presence of coal seam gas was but a part. The record shows this to
have been prior to early 1998, during which time the Company considered a number of options.
The significance of coal seam gas was growing during the 1990's, but, the Company testifies, it
was not until late 1997 or early 1998 that its increasing volumes became a significant threat. At
that point, the Company states, research revealed that removal of carbon dioxide would permit
the safe consumption of coal seam gas in customers' appliances. Once coal seam gas became a
persistent threat to the BTU content of QGC's gas supply, customer safety was threatened and an
effective response was mandatory.
The record is insufficient to permit us to determine whether the Company's analysis of
options prior to early 1998 was sufficiently objective and thorough, that is, to reach a conclusion
whether options were ruled in or out as a result of the influence of affiliate interests. Nor can a
sufficient record be developed. We address this further below. The record leaves no doubt,
however, that by early 1998, the number of effective alternatives had narrowed to two: process
the coal seam gas or keep it off the distribution system. QGC chose to process the gas. If the
gate had been closed to coal seam gas, QGC states, demand on the southern part of its system
could not have been met. This assertion is uncontroverted.
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affiliate, QTS, was prudently entered. The Company applied for a decision on it in Docket
No. 98-057-12, but not in the present proceeding, where the Committee keeps it alive by
asserting that the decision to enter the contract is imprudent and recovery from customers of gas
processing costs incurred pursuant to it is unreasonable. Clearly, QGC has the burden to
demonstrate the decision to enter the contract is a prudent one. Parties differ as to whether it did
so successfully. But whether or not QGC met this burden, we can and do conclude that its
decision to procure gas processing has yielded the required result, that is, it has effectively
protected the safety of its customers. This means the costs of gas processing can be legitimately
recovered in rates. The amount that should be recovered remains to be determined.
Having accepted the Company's representation that the problem at issue here is customer
safety, and that gas processing is a reasonable way to meet it, it remains to decide the amount of
gas processing costs that reasonably should be recovered. Two discussions on the record help us
to reach this decision. Both concern the likely outcome had FERC considered the issue of who
ought to pay to process gas. The Committee asserts that the argument that producers or shippers
or both would have been assigned cost recovery responsibility had a strong likelihood of success.
Two FERC cases on point are cited as support. But QGC in response argues cases offering a
different view and contends the facts of the present case and the two cases are different. This
dispute is hypothetical; we do not find sufficient record support to suggest the probable outcome
had the case gone to FERC.
The Division confronts this uncertainty in a different way by focusing on the probable
consequences of alternative FERC decisions ranging from assigning full cost recovery to
producers, assigning these costs, because of the characteristics of its system, to QGC, and
alternatives in between. This is a useful way to consider the uncertain outcome of a case that
would have been vigorously contested. The Division analysis, which we have summarized
above, leads it to recommend recovery of 50 percent of gas processing costs. We therefore find
record support for a conclusion that a significant share of the cost recovery burden would have
been a QGC, and therefore a local-distribution customer, responsibility.
On this basis, we further conclude that the Stipulation reasonably resolves the gas
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recover but 68 percent of the costs of gas processing, is reasonable. From its point of view, there
is value in ending a two-year-old dispute. The Division settles for recovery not of its
recommended 50 percent but of 68 percent of the gas processing costs because the Stipulation
caps the amount at $5 million per year for a period of five years. This, the Division holds,
effectively caps and mitigates the risks to which ratepayers are exposed. Under terms of the
Stipulation, regulators can audit gas processing costs in each of the five years and can
recommend recovery of something less than the $5 million. Thus the Division argues the
tradeoff to permit recovery of a greater portion of the costs but to cap the recovery at a maximum
and to mitigate the risk ratepayers bear by limiting the applicable period to five years is both
worthwhile and reasonable.
We conclude that the Stipulation offers a fair and reasonable settlement of the cost
recovery issue. We accept the Stipulation.

F. NON-REGULATED POSTAGE EXPENSE
QGC seeks recovery of $2.3 million expended for postage to mail bills to customers
during the test year. No party disputes this amount as a reasonable postage cost. The Division,
as it did successfully in Docket No. 99-035-10, argues for a reduction in recoverable expense
owing in large part to the effect of an intervening affiliate relationship. With correction of an
arithmetic error and adoption of a modification suggested by the Company, both of which reduce
the adjustment amount, we accept the Division's recommendation.
The Company mails bills to customers monthly. Postage for each is approximately 26
cents. GasLight News, a newsletter used by the Company to communicate with its customers, is
included in the billing envelope a number of times each year. It contains educational and safety
messages about natural gas utility service, and from time to time carries corporate image-building
and promotional statements and messages about the services and products sold by its unregulated
affiliate, Questar Energy Services (QES). Often, the billing envelope will contain flyers
advertising these unregulated services and products. The subjects appearing in GasLight News,
the number of times each year it is sent to customers, and whether to include advertising flyers in
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however, increase the postage required to mail the bill.
As presented by the Division, the issue is whether recoverable postage cost should be
reduced by allocating a share to an unregulated function and disallowing another share incurred
to disseminate institutional and promotional advertisements. Commission Rule R746-406-1
prevents recovery of the costs of such advertisements from ratepayers, ("no electric or gas utility
may recover from a person, other than shareholders or other owners of the utility, a direct or
indirect expenditure by the utility for political, promotional or institutional advertising."
Emphasis added.) The Division's final position is a recommended disallowance of about 37
percent, or $860,000, of the $2.3 million incurred for postage during the test year. The Company
opposes the adjustment. No other party testifies on the subject.
In all principal respects the issue here is the same as that considered and resolved by the
Commission in Docket No. 99-035-10, a PacifiCorp general rate case (Report and Order issued
May 24, 2000, pages 26 - 29.) There, the Commission concluded that postage cost must be
shared in order to correct an inequity and to prevent subsidization of unregulated business
activity by the customers of the regulated utility. QGC raises two points not fully addressed in
that Docket. We consider whether these, and renewed argument on points previously found
persuasive by the Commission, now necessitate a different conclusion.
Economic regulation of public utilities has long understood, and we have repeatedly acted
upon this understanding, that affiliate transactions can be used by the controlling corporate entity
as the means to exceed the rate of return allowed by regulators as a cost of providing utility
service. When the utility provides a product or a service to an affiliate company, this
Commission's decisions require a charge for it which reflects the higher of the cost the utility
incurs to provide the product or service (the embedded cost), or an appropriate market price for
it. The higher-of-cost-or-market policy protects ratepayers and prevents the subsidy that
otherwise would flow from the utility to the affiliate. In the PacifiCorp Docket, the Commission
concluded that an inequitable result and a subsidy would occur if the shared costs of providing
mailing service were not allocated to the utility and the affiliate.
Nothing on the record in the present Docket causes us to revise this analysis. But, as the
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a transaction which benefits both the Company and its ratepayers, in which case it may be
appropriate to consider incremental rather than embedded costs. The Company's assertion that
ratepayers benefit from the QES advertisements, plus the fact that incremental postage costs are
zero, form the basis of its opposition to the Division's proposal to allocate these costs.
Our review of this record reveals two points raised by the Company which must be
considered as we evaluate its position. The first point is the assertion that ratepayers do benefit
from the receipt of messages about unregulated products and services, making incremental costs
rather than embedded costs the appropriate decision criterion. The second point is a QGC claim
that an attempt to recover postage costs by charging QES for mailing its advertisements would
force QES to cease mailing anything in the QGC bill. As a consequence, states the Company, it
would not recover a reasonable cost of providing utility service.
The presumption of reasonableness regulators typically accord management's decisions
to incur costs to provide utility service is absent when the costs arise in an affiliate relationship.
(US West Communications, Inc. v. Public Service Commission of Utah, 901 P. 2d 270, 274 (Utah
1995) "[W]e do not think an affiliate expense should carry a presumption of reasonableness.")
Because of this, we must note that the two points are assertions rather than the conclusions of
arguments fully developed on the record.
First, QGC opines that ratepayers benefit from advertisements for the products and
services of unregulated affiliates and so incremental rather than embedded costs should be
considered in order that a transaction beneficial not only to the Company and its sister entities,
but to ratepayers, is not prevented. Our review of the record to substantiate the claimed ratepayer
benefit reveals survey results showing that only 41 percent of QGC s customers believe use of
the billing envelope to advertise the products and services of unregulated affiliates is acceptable.
On this basis, the Division avers that unregulated messages do not benefit ratepayers. The
Company interprets the results the other way: 41 percent might find the messages useful. Since
the survey is apparently silent on the point, each party is speculating. The Company's statement
that QES will cease using the billing envelope if it is charged for postage, in the amount
indicated by the Division's proposed disallowance, is germane as an indirect indication of
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enough - ratepayer response to them is low — to justify that level of expense to mail them.
Ratepayer value must be less than the cost of mailing advertisements to them. These
considerations support a conclusion that ratepayers would not be harmed if adherence to the
embedded-cost approach prevented placement of messages from QGC's unregulated affiliate in
the regulated services billing envelope.
Before reaching this conclusion, we consider a statement in the Company's final brief.
There, the Company declares: "Questar Corporation and Questar Gas believe that the corporate
entity is entitled to utilize the economies of scale and scope among its subsidiaries as long as this
use does not disadvantage the utility customers of Questar Gas." By asserting that an adverse
ruling may prevent the realization of economies of scale and scope, the Company may simply be
rephrasing its position that incremental costs, which in this case are zero, rather than embedded
costs are an appropriate basis for a decision. It appears the assertion is that if mailing costs are
allocated, QES will forego the opportunity to use the billing envelope, an opportunity which
would have advanced Questar Corporation's interests.
Though "economies of scale and scope" are undefined terms on this record, they are
common enough in the discipline of economics, where economies of scale are held to exist if the
average cost a company incurs to produce a product falls as the level of output of the product
expands. The record, which contains nothing on scale economies, leaves open the question
whether they exist in the case before us. The record does not suggest a relevant application of
the concept here. Furthermore, if scale economies do exist here, the effect would be to reduce
mailing costs for both the utility and the affiliate, thereby reducing revenue requirement.
Economies of scope, the possible application of which is also not developed on the record, in
theory exist when a single entity can produce two or more products at lower total cost than would
be experienced if each instead were independently produced by separate entities.
We are aware that, within the law, Questar Corporation may organize as it sees fit, and
that the utility may pursue unregulated business activities. A decision to allocate mailing costs
does not dictate organizational structure. Our concern rests with the transactions of the regulated
utility.
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mail its advertisements. If one of these were used in order to save money, QES, as the Division
testifies, would lose the benefits of direct association with QGC. A tangible benefit is free use of
QGC's customer mailing list, which QES would otherwise have to acquire for a price, to target a
specific audience. An intangible benefit is the goodwill and brand identification that comes from
immediate association with the company that for decades has successfully provided home energy.
It is not so simple, therefore, to argue, if this is the Company's intention, that direct assignment
of all postage cost to the regulated utility, when both affiliate and utility benefit, is a legitimate
case of the corporation realizing economies of scope. In order to adequately address economies
of scope, information covering the costs of alternatives available to QES to distribute its
advertisements, the value of tangible benefits like access to QGC's customer mailing list, and the
value of intangible benefits like goodwill and brand identification would be required.
Applicability of the statement in the Company's brief is limited by its own terms to
incidences when no disadvantage to ratepayers arises. We find, however, that ratepayers are
disadvantaged if postage cost is not allocated. The Division argues an opportunity cost is
involved. Not only are revenue requirement and therefore rates reduced when costs are allocated
— the opportunity cost is the failure to do so — but the Company could sell to other companies the
envelope space that it gives free to its affiliate. The opportunity cost is foregone revenue, and
this too would decrease rates.
All this is merely to entertain the Company's declaration about scale and scope
economies. We intend no implication for policy other than that which flows from the decision to
allocate postage costs in order to resolve an inequity and to prevent the subsidization of an
affiliate. We conclude that the use of embedded costs in the higher-of-cost-or-market test
remains appropriate because the record does not support the Company's assertion that ratepayers
benefit from the affiliate's advertisements.
Second, the Company asserts that refusal to permit full recovery of postage costs from
utility ratepayers will deprive it of the opportunity to earn the allowed rate of return because the
affiliate will cease using the billing envelope to distribute messages and accordingly will not pay
any of the allocated postage cost. The Division labels this claim "hearsay," and indeed, the
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finding cannot be based on hearsay alone.
The Company, however, also informs us that QES does not include its advertisements in
billing envelopes if doing so increases the postage required. Be this as it may, we have no
knowledge of QES's advertising plans or budget, and nothing save the Company's assertion
about the possible impact of a postage charge to reveal the considerations which might lead QES
to place, or not to place, its messages in QGC's bills. We have no jurisdiction over QES so this
information is not readily accessible. Common sense tells us postage cost is but one among the
factors which could drive the affiliate's decision. Therefore, we cannot on this record conclude
that a decision to allocate postage costs by itself will end QES's use of QGC's billing envelopes,
thus depriving QGC of the opportunity to recover legitimate and reasonable costs of providing
utility service. If this were the case, however, it would be recognized in the Company's next
general rate case.
Having fully considered the proposed adjustment and arguments against it, we conclude
that the higher-of-cost-or-market test is applicable in this case. The Company's assertion of
ratepayer value is unsupported on this record and is rejected. Its claim that incremental costs
should guide the decision therefore fails. We also reject the assertion that an allocation of
postage costs will deprive the Company an opportunity to recover all legitimate and reasonable
costs of providing utility service.
QGC also asks the Commission to apply prospectively any decision reached to allocate
postage costs, to give it time to alter its behavior without facing a revenue requirement "penalty."
We cannot reach a decision about the costs of providing utility service that are legitimate and
reasonable for recovery in rates and fail to act upon it. Here, we have decided that a portion of
postage cost should not be recovered from ratepayers. To place it in revenue requirement
nonetheless, in order to send the Company a message about a new regulatory requirement and so
to allow it time to alter its behavior, would be improper. This is particularly true because the
record does not allow us to conclude that the affiliate will cease to use the billing envelope to
distribute its messages if doing so is no longer free. Under these circumstances, the greater harm
is to ratepayers, who would have no option but to continue buying Company-supplied natural gas
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the rates for service this Report and Order makes effective.
The adjustment to postage costs we will allow is a reduction of $607,906, derived as
follows. First, the Division calculates a cost per piece mailed in the billing envelope of
approximately 14 cents. This is incorrect. The proper amount, as the record shows, is 11.2 cents
each. Second, the Division adjusts for the effects of both unregulated messages and
unrecoverable advertisements. We agree this should be done, but find the Division has
mis-estimated the proportion of these at 50 percent of the Gaslight News content. The record
for the test year shows, as the Company argues, that the correct figure is approximately nine
percent. We agree. We reject the contention, which is the Division's rationale for the 50 percent
adjustment, that management control of Gaslight News content makes equally likely (that is,
50 - 50) the presence of permissible and impermissible messages. Applying both corrections
reduces the Division's proposed adjustment to $607,906.

G. LOW INCOME WEATHERIZATION PROPOSAL
The Salt Lake Community Action Program and the Crossroads Urban Center propose a
low-income weatherization program which would make available $250,000 to weatherize the
residences of low-income Company customers. The funds, which would come from general
rates, would supplement the efforts of the Utah Department of Community and Economic
Development (DCED). This approach would minimize administrative expenses. Benefits of the
program cited by SLCAP/CUC include reducing the energy burden (percent of household income
spent for energy, primarily electricity and heating fuel) of the participants, promoting
cost-effective energy conservation and economic development, and leveraging federal funds to
meet the requirements of federal law. Testimony indicates that the savings to participants could
be substantial. National estimates are that weatherization programs save an average of $193 per
year, and yield non-energy benefits of $976, over the life of the weatherization measures. These
programs can improve safety in low-income residences as some families are reluctant to request
utility assistance for fixing faulty appliances fearing the appliance will be shut off. SLCAP/CUC
argue the program will not overly burden non-participating customers as its cost per residential
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the program reduces the costs of collections and problem accounts.
The Committee believes the weatherization program will decrease energy burden,
promote conservation, conserve a nonrenewable resource, provide environmental benefits, and
promote safety by repairing faulty appliances which may endanger lives. The Company does not
oppose the program as long as the financial impact on customers is minimal. With the exception
of IGU, which argues in its final brief that such proposals are better handled by the legislature,
intervening parties do not oppose the program. Four public witnesses testify in support of the
program; one opposes it.
We conclude that ratepayer funding of the proposed weatherization program is in the
public interest and will allow recovery of the expenditure through general rates. In support of
this conclusion, we find that the program meets the criteria set forth in the Commission's May
24, 2000 Order approving a lifeline rate in Docket No. 99-035-10. In addition, we find that this
program will promote cost-effective energy efficiency measures that will conserve resources and
provide environmental benefits. The program will minimize administrative costs v/hile
providing benefits to participants and nonparticipants. The program also addresses a safety issue
that may otherwise be difficult to alleviate. For these reasons, we approve the funding of
$250,0000 for weatherization to be administered by DCED.

H. IMPUTED INCOME TAX CALCULATION
Test-year income taxes are calculated based on adjusted test-year results in which the
deduction for interest expense is obtained as the product of the weighted cost of debt and the
adjusted rate base. This method of determining interest expense is often referred to as "interest
synchronization." The income tax calculation includes the South Georgia Deferred Income Tax
Amortization of $921,470 and Section 29 Income Tax Credits of $1,878,374. Income taxes are
calculated using a federal income tax rate of 35 percent and an effective state income tax rate of
4.6537 percent. In the computer model of the Company's results of operations, each of the
previous adjustments has an associated income tax effect. This adjustment is the difference
between the calculated test-year income taxes and the sum of income taxes reported on an
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in the Company's previous general rate cases and is undisputed in this case. It increases system
income taxes by $1,012,285.

I. SUMMARY
A summary of the effect of our decisions is shown in Appendix 1, attached to this Order.
In conjunction with the Company's reported unadjusted results of operations, the decisions
reached in Sections A through H establish the adjusted results of system operations. The
adjusted system results, including both gas supply and distribution non-gas results, are then
apportioned to the Wyoming and Utah jurisdictions. The Utah distribution non-gas results are
then separated from the total Utah results. This is the basis for determining the change in
distribution non-gas revenue requirement. In order to calculate revenue requirement, we have
used the values of those adjustments support by the Division in Section D. Given our decisions,
the change in distribution non-gas revenues brdered in this Docket is $13,497,484, an amount
necessary to provide the Company an opportunity to earn an allowed rate of return on equity of
11 percent, or an allowed rate of return on rate base of 9.8226 percent, based on a 1999 test year.
Of this amount, an interim award of $7,065,000 granted on January 25, 2000, is currently being
recovered in rates.

III. PRICING OF TARIFFED RATE SCHEDULES
Our practice is to employ an acceptable class cost-of-service study to guide the
apportionment or spread of adjusted jurisdictional revenue requirement to classes of service. The
design of rates in each class follows established ratemaking principles.

A. COST OF SERVICE AND SPREAD OF REVENUE INCREASE
1. Bad Check Fees
The Company currently charges $15.00 for customers' returned checks but proposes to
increase the amount to $20.00, the maximum amount allowed by Utah law. In support of its
proposal, the Company testifies that the average cost to process a bad check through the system is
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Committee takes a position on this issue. We approve the Company's proposal, which increases
revenues by $37,400. This amount is already included in the determination of revenue
requirement in Section 2.C above.
2. Home Energy Evaluations
The Questar Gas tariff currently includes a fee of $15.00 for performing home energy
evaluations. The Company proposes to remove energy evaluations from the tariff. It has not
actively performed home energy evaluations for over ten years, and almost no evaluations have
been done in the last five years. Since customers no longer ask for evaluations, the Company is
no longer staffed to provide the service. The Division takes no official position on this issue in
this Docket, but supports the proposal. The Committee takes no position. We approve the
Company's proposal, which has no revenue requirement effect.
3. Separation of Firm Transportation Into Bypass and Non-Bypass Schedules
The firm transportation rate is open to customers who meet the tariff provisions and who
have bypass options. The Division testifies that since its adoption in 1994, some customers not
intended to qualify for service on this schedule have done so even though their volumes do not
meet the minimum bill level. These customers simply pay the minimum bill.
The Company proposes to address this problem by creating two rates. FT-1, a bypass rate
intended to retain customers having alternative transportation options, would continue the
existing FT rate including any percentage increase resulting from this proceeding. Eligibility
would be limited to customers having annual usage of more than 4 million decatherms or annual
usage of at least 100,000 decatherms and a location within five miles of an interstate pipeline.
FT-2, a non-bypass rate, would be available to firm transportation customers who do not qualify
for the FT-1 rate. The FT-2 rate would be allocated a uniform percentage increase of the final
revenue deficiency in this proceeding. The Division supports this proposal. It is adopted by
parties to the Allocation and Rate Design Stipulation.
The Committee, which is not a party to this Stipulation and opposes it, calls attention to
the public witness testimony of one of the members of LCG. LCG is a party to the Stipulation.
This entity, Central Valley Water Reclamation District, would not qualify for the FT-1 rate but
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large customers who similarly will request special consideration. The Commission, having the
ability to address a customer's claim of uniqueness, does not find the Committee's concern
sufficient reason to reject the firm transportation rate design proposal which is otherwise
unopposed and reasonable. We will accept the Company's proposal to create FT-1 and FT-2
rates as stated in the Stipulation.
4. Allocation of CO2 Gas Processing Costs
Carbon dioxide gas processing costs approved for recovery in rates must be allocated to
classes of service. Prior to the Allocation and Rate Design Stipulation between the Company, the
Division, the Large Customer Group, and the Industrial Gas Users, submitted June 6, 2000, the
Division recommended allocating gas processing costs based on the volumes each class
consumes. The Division reasons that because the FERC open access policy in theory benefits all,
but particularly transportation, customers through increased gas flow and lower well-head prices,
all customers should share in cost recovery. A volumetric allocation would produce an
appropriate cost sharing among classes, it believes. The Committee adopts this position.
Pre-Stipulation, the Company proposed to allocate the costs in the same relationship as the sum
of all other costs in the test year, using a system overhead allocation factor. LCG advocated the
number of customers in each class as the allocation basis. No other party testifies on the issue.
The Allocation and Rate Design Stipulation proposes a "double weighted" allocation,
described in the Stipulation, as the fair settlement of this dispute. This allocates about five
percent of gas processing costs to transportation customers, more than the Company's original
proposal but eliminating transportation customers' opposition to recovery by them of much gas
processing cost at all. Residential and other sales customers, however, for whose safety the gas
processing was undertaken, would be responsible for recovery of about 95 percent. Though the
Division continues to believe that transportation customers should pay as much of this cost as
feasible, it now agrees that a volumetric allocation, which would allocate approximately
23 percent of gas processing costs to transportation customers, would raise their rates about
50 percent. An increase of this order poses the likelihood of bypass. On reflection, the Division
perceives its original proposal as a short-run solution with probable and unacceptable long-run
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be recovered from them but would become the responsibility of all remaining customers. In the
long-run, the Division states, bypass would produce a cost responsibility for remaining customers
about the same as that in the Stipulation. LCG testifies that transportation customers can adapt
gas-using equipment to the higher carbon dioxide levels of coal seam gas and thus bear no part in
the safety concern advanced by the Company as the reason for gas processing. LCG opposes a
volumetric allocation of the costs, but supports the share it would bear as a result of the
Stipulation. The Committee opposes recovery of gas processing costs, but supports the
Division's original position advocating a volumetric basis for allocation should the Commission
permit recovery of these costs from ratepayers. The Committee opposes the Allocation and Rate
Design Stipulation.
Except for the Committee's opposition to recovery of gas processing costs and its
adoption, in the alternative, of the Division's original allocation proposal, the Stipulation
provides an allocation method all other parties agree is a fair and reasonable settlement of their
differences. Less of these costs are allocated to transportation customers than the Division would
prefer, and more than the transportation customers argue they conceivably could be responsible
for on a cost-causation basis.
In considering the Committee's opposition to the Stipulation's method of allocating gas
processing costs, and its adoption of the Division's original position, we are persuaided the
reasons the Division abandons that position are correct. Its argument for a volumetric allocation
does not support a nearly 50 percent increase in costs for transportation customers, particularly if
bypass, which shifts responsibility for fixed cost recovery, is the consequence. This possible
result suggests the initial Division proposal may not achieve its cost-allocation purpose. The
Division also defers to the argument that transportation customers bear no part in the safety
problem gas processing addresses. A volumetric allocation of gas processing costs, we conclude,
cannot be supported on this record. The settlement offered by the Stipulation, which will allocate
about five percent of gas processing costs to transportation customers, is reasonable and we will
accept it.
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The Company proposes a spread of the revenue increase, excluding CO2 processing
costs, to all classes of customers by a uniform percentage increase, an approach which compares
closely to the class cost-of-service study results and is consistent with prior rate cases. Based on
our prior decisions in this order, the initial revenue increase to be spread to classes on a uniform
percentage basis, excluding CO2 processing costs, is $8,497,484. The revenues from tariffed
rate schedules (where revenues from Connection Fees and New Premise Fees are included in the
revenues for GS-1 and GS-S rate schedules) and Account 486.0, Natural Gas Vehicle Equipment
Leases, are each increased by 4.4614 percent. The resulting initial revenues, i.e., adjusted
test-year revenues plus the spread of $8,497,484, are shown in the first column of Table 1, below.
Excluding the Natural Gas Vehicle Equipment Sales and Leases, the Bypass Firm
Transportation (FT-1) rate schedule, and other revenues (Accounts 487 and 488, and Colorado
revenues), the Non-Bypass Firm Transportation (FT-2) rate schedule accounts for 0.7442 percent
and the Interruptible Transportation (IT and IT-S) rate schedules for 1.7455 percent of the initial
class revenues. The Allocation and Rate Design Stipulation calls for doubling the percentage
weight for IT/IT-S and FT-2 schedules to 3.4911 percent and 1.4883 percent, respectively. The
other schedules receive a pro rata sharing of a 2.4897 percent reduction. The resulting allocation
of CO2 processing costs to rate schedules is summarized in Table 1.
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Initial

Initial

Double

Pro-Rata

Total

Allocation of

1

Revenues

Weighting

Weighting

Reduction

Weighting

C0 2 Costs

187,616,373

95.4686%

-2.4375%

93.0311%

4,651,553

F-1

3,009,275

1.5313%

-0.0391%

1.4922%

74,609

F-3

219,459

0.1117%

-0.0029%

0.1088%

5,441

Bypass Firm Trans., FT-13

1,880,249

n.a.

n.a.

n.a.

Non-Bypass Firm Trans., FT-22

1,462,416

0.7442%

1.4883%

74,415

Natural Gas Vehicle Sales

351,007

n.a.

n.a.

n.a.

Natural Gas Vehicle Leases

213,139

n.a.

n.a.

n.a.

Interruptible Sales

783,685

0.3988%

0.3886%

19,430

Interruptible Transportation

3,430,335

1.7455%

3.4911%

174,553

Accts 487 & 488, Colo. IC

5,992,599

n.a.

n.a.

n.a.

204,958,537

100.0000%

100.0000%

5,000,000

Rate Schedule

GS-1,GSS 2

Total

0.7442%

-0.0102%
1.7455%

2.4897%

-2.4897%

1

Includes Adjusted Test-Year Revenues of $196,461,053, an increase of $8,497,484 based on uniform 4.4614 percentage spread.

2

Includes Service Initiation and New Premise fees

3

Firm Transportation (FT) split 56.25 percent to FT-1 and 43.75 percent to FT-2.

Based on an initial revenue increase of $8,497,484 spread to rate classes on a uniform
4.4614 percentage basis and a revenue increase of $5 million based on the Allocation and Rate
Design Stipulation, presented in Table 1 above, the spread of the final increase in revenue
requirement is summarized in Table 2 which follows.
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Adjusted

Percent

Change In

Final

Cost Of

Difference

Revenues

Change

Revenues

Revenues

Service

COS-Rev.

179,603,609

7.05%

12,664,317

192,267,926

192,276,784

8,858

F-1

2,880,754

7.05%

203,129

3,083,883

3,018,176

(65,708)

F-3

210,086

7.05%

14,814

224,900

111,069

(113,830)

Bypass Firm Trans., FT-12

1,799,947

4.46%

80,302

1,880,249

n.a.

n.a.

Non-Bypass Firm Trans., FT-22

1,399,959

9.78%

136,872

1,536,831

n.a.

n.a.

Natural Gas Vehicle Sales

336,016

4.46%

14,991

351,007

n.a.

n.a.

Natural Gas Vehicle Leases

204,036

4.46%

9,103

213,139

n.a.

n.a.

Interruptible Sales

750,215

7.05%

52,900

803,115

923,572

120,458

Interruptible Transportation

3,283,831

9.78%

321,056

3,604,887

3,655,109

50,222

Accts 487 & 488, Colo. IC

5,992,599

0.00%

0

5,992,599

n.a.

n.a.

13,497,484

209,958,537

Rate Schedule

GS-1,GSS'

1 Total

196,461,052

1

Includes Service Initiation and New Premise fees

2

Firm Transportation (FT) split 56.25 percent to FT-1 and 43.75 percent to FT-2.

Only the Committee suggests it may be more appropriate to spread the revenue increase
to rate classes based on cost-of-service study results. This position is based on its understanding
that approximately $296,000 will be over-collected from the GS-1 rate schedule if the revenue
increase is spread on a uniform percentage basis. Table 2 shows the class cost-of-service results
using the Company's model. A comparison of these results with the spread of the revenue
decisions is shown in the last column. This shows that the final revenues from the general
service class, GS-1 and GSS, are only $6,310 less than cost-of-service. This result affirms our
spread decisions.
We note, however, that based on cost-of-service results, there is apparently an extreme
over-collection of revenues from Stand-By/Supplemental Sales (F-3) and a relatively large
under-collection of revenues from Interruptible Sales. These issues were not addressed in this
proceeding, but should be addressed in a future proceeding should these imbalances continue.
We also order the Non-Bypass Firm Transportation (FT-2) be included in future cost-of-service
studies.
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application an exhibit showing, by rate element, the actual annual billing units, the current and
proposed rates, and the current and proposed revenues. For each rate schedule, the effect on
annual billing units of unbilled revenues and test-year adjustments to revenues, such as
temperature normalization of GS revenues and annuahzations for other schedules, should also be
shown.

B. DESIGN OF RATES
1. Customer Charge and Meter-Based Customer Charges
No party proposes any change to the $5 customer charge applicable to general service
rates. To minimize rate-design issues in this case, the Company uses the method approved in
Docket No. 95-057-02 to calculate the Class II, III and IV meter-based customer charges. These
depend upon the final revenue requirement approved in this Docket. The Division supports the
Company's proposal, while the Committee did not take a position on this issue. We approve the
Company's proposal.
2. General Service Degree-Day Change
The Company's practice has been to calculate normal degree days using the same time
period as the National Weather Service, which is the 30 years ended each decade. The normals
currently in use include data through December 31, 1990. Weather normals are scheduled to be
updated to reflect the 30 years ended December 31, 2000. The Company proposes to adopt the
30-year period ended December 31, 1999, as the definition of normal degree days for the purpose
of designing new rates based on the final revenue requirement approved in this case. The
Commission approved similar treatment in Docket No. 89-057-15, a case also filed one year
prior to the scheduled update of normal temperatures. The Division does not dispute the change
in degree day calculations proposed by the Company. The Committee takes no position on this
issue. We approve the Company's proposal.

DOCKET NO. 99-057-20
-523. General Service Winter/Summer Rate Differential
In 1968 the Commission approved a winter/summer rate differential based on the higher
winter peak demand for natural gas relative to summer demand. The Company now proposes to
discontinue this rate differential. The Company states that the seasonal change in rates has, at
times, confused customers, and believes that most customers would welcome a more
understandable, simplified and stable rate. This change would also, for the majority of
customers, help to lower bills in the winter when they are typically high and only slightly
increase them in the summer when bills are typically lower. Customers in Utah and Wyoming
have the equal-payment option, and approximately 40 percent of customers have chosen it. The
Company notes although its Wyoming customers have not had a summer/winter rate differential
for years, no measurable behavioral difference between Wyoming customers and Utah customers
exists that is attributable to the summer/winter rate differential.
The Division opposes the Company's proposal. Because of the strong winter peak in
demand, natural gas costs more in the winter than in the summer. Properly viewed, there is a
difference in both the commodity cost and the facilities cost. That difference should be reflected
in the retail price in order to send the appropriate price signal to customers, it states. Space
heating is the largest use for natural gas, and the cause of the winter demand peak. The pursuit of
conservation of that resource would be undermined if the relative price of winter usage was
reduced by eliminating the summer/winter price differential. Even if customers were totally
unresponsive to the price signal, equity considerations argue for the preservation of that
differential. Customers whose usage is more concentrated in the off-peak season (e.g., due to
relatively less space heating) deserve to pay less than customers who consume the same amount
annually but whose usage is more concentrated in the winter, since the former customers impose
a lower cost burden on the system. The Committee does not address this issue.
We agree with the Division's reasoning, and will not approve the Company's proposal.
In this instance, we believe the efficiency, equity and conservation objectives outweigh the
objectives of simplicity and customer understanding. The availability of an equal payment plan
does not alter the information that prices are expected to convey.
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Municipal Transportation (MT) Rate Design

The Municipal Transportation (MT) rate schedule was originally established by
stipulation on October 26, 1999, in Docket No. 98-057-01. The Commission issued its Report
and Order on April 26, 2000, adopting the rates, charges, and terms and conditions set forth in
the Stipulation, including the initial MT rate of $0.23084/Dth plus a facilities balancing charge of
$0.06/Dth. In addition, the MT rate is subject to an administrative charge of $8,000 and a
monthly meter-base customer charge. Service requires a load factor of at least 15 percent. By
terms of the Stipulation, the rate schedule remains in effect until superseded by Commission
order in a general rate case.
EMGA proposes three changes in the calculation of the MT rate: (1) to include Firm
Transportation (FT) volumes in the denominator when calculating the $/Dth for the MT rate, (2)
to allocate property taxes and gross receipt taxes on a net plant factor rather than a gross plant
factor, and (3) to reduce the rate to account for an alleged double charging of meter-based and
administrative charges.
The Company recommends no change in the current MT rate. Questar Gas argues that
because there are as yet no MT customers and therefore no actual data or experience upon which
to rely, it would be premature to make any changes in the rate schedule. The basis upon which
the Commission issued its order and upon which the stipulation was reached in Docket Number
98-057-01 should continue until customers are taking service and analysis can be performed.
Since no customers yet take service under the MT rate, we are unwilling to change the
rates contained in the Stipulation, with the exception of the applicability of the administrative
charge to multiple delivery points. The administrative charge is more fully discussed in Section
B.6. We expect the Company, using actual experience, to develop a cost-of-service basis for the
MT rate, as well as the FT-2 rate, in its next proceeding.
5.

Daily Gas Balancing Provisions

Tariff No. 500, paragraph 5.10, addresses daily gas balancing and provides for a
discretionary $15 per Dth penalty when a transportation customer (shipper) fails to comply with a
Company request to alter deliveries or end-use. A shipper is allowed a five percent tolerance
between nominations and actual usage. A system imbalance, the Company testifies, can increase
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Committee contends that transportation customers rely on balancing services, the cost of which is
borne by sales customers, and even manipulate balancing service to economic advantage by
packing Company storage facilities when market prices for gas are low and taking gas from those
facilities when prices are high. The Committee testifies that shippers should bear an allocated
share, amounting to $725,000, of gas balancing expense, which should be recovered at a rate of
$0.02 per Dth for telemetered volumes and $0.06 per Dth for non-telemetered volumes.
The Company opposes this but offers its own response to the problem in the form of a
proposal for a non-discretionary penalty the greater of $1.00 per Dth or the difference between
the first-of-the-month index and the daily index, plus $0.25 per Dth. The penalty would apply to
a shipper's over- or under-delivery that contributes to a system imbalance during a period when
the Company has notified it to alter use or deliveries. In the Company's opinion, this proposal
would remove the incentive for over- or under-delivery and would link penalties to the increased
gas costs caused by it. The Company proposal, as altered in settlement negotiation, is included
in, and supported by parties to, the Allocation and Rate Design Stipulation. The Division takes
no position on the issue but supports the proposal in the Stipulation. IMGA requests, without
opposition, that the Stipulation proposal, if adopted by the Commission, also apply to the MT
tariff.
The Committee identifies balancing services as "no-notice" transportation plus storage
provided by the Company to both transportation and sales customers to eliminate differences
between delivery volumes and actual use. The Committee believes the penalties proposed by the
Stipulation will be insufficient to discipline the conduct of shippers. In addition, it states that the
proposal does not adhere to the ratemaking principles of cost-causation and equity.
The large customers, LCG and IGU, oppose such an allocation of costs and characterize
the Committee proposal as an attempt to shift cost responsibility from sales to transportation
customers. They assert that the Committee's analysis is flawed and urge that no credence be
given to it. In the Company's view, the proposal would impose an unjustified cost on each
transportation customer, whether or not responsible for imbalances and whether or not the
imbalance causes operational problems or increases gas cost. The Company also warns that
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to no-notice transportation and storage. That, the Company states, would be an intolerable result.
The Company also asserts that the proposal could encourage customers to bypass the QGC
system. In contrast, the Company believes its proposal would assign penalties only to customers
which cause operational problems or increase gas costs.
The Committee properly responds to a problem with the existing tariff and its
implementation. Cross-examination of its witness, however, raises questions about the analysis
which underlies its proposal that we believe have not been answered. For example, the
Company, LCG and IGU state that the proposal, if adopted, may be the basis for customer claims
for upstream no-notice transportation and storage. The Company states that it contracts for and
requires all of these facilities-based services and the loss of some portion of them could cause
serious operational problems. We are not comfortable, therefore, imposing that solution, even
though we agree with the Committee that a solution should meet important ratemaking
objectives. We will accept the proposal contained in the Allocation and Rate Design Stipulation,
and find that it addresses the problem in a reasonable and fair way. It removes a problem with
the prior tariff, the element of discretionary application. If, as the Committee suggests may be
the case, the penalties are insufficient to alter shipper behavior, or if the Company fails to enforce
them, the subject can be revisited in an appropriate proceeding. We charge the Division to
monitor the new situation, and to report to us if inadequacies of this or any other kind are found.
6.

Transportation Administrative Charge

LCG and IMGA recommend removing account administration marketing costs of
$291,546 from the administrative charge assessed to transportation customers, resulting in a
charge of $4,986, and $1,870 for multiple delivery points. The current annual chaige is $8,000
per account, and $3,000 for additional accounts served by the same gas supply contract. IGU
supports an LCG and IMGA proposal to permit transportation customers to form cooperative
organizations so administrative charges would apply to one entity rather than to individual
customers.
The Company is opposed to reducing this charge, arguing that it covers the fixed costs
incurred to track transportation customers' nominations, gas usage, imbalances and contracts.
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accounted for on a combined basis, each is tracked separately and daily. Because these factors
for each customer must be tracked, the proposal to form cooperative organizations would not
reduce costs. These costs are fixed; they do not vary with volume, and therefore should be
recovered in a fixed charge. The charge covers the labor and overhead for the Altra Systems
(receives and processes transportation customers' daily nominations), billing, telemetering, and
account administration (five full-time employees who work as account representatives and
supervisors, and in gas control and information technology).
Intervenors object to account administration, also termed "industrial marketing" costs.
The Company presents a study of employee duties and hours which shows account administrative
cost to be $307,743 rather than the $292,000 used to set the current charge. No increase is
recommended, however. Because this dispute concerns intra-class revenue requirement, the
Company also points out that lowering the administrative fee would result in a reduced fixed
charge and an increased volumetric rate.
The Division takes no position on this issue but believes the evidence supports the
Company's position. The Committee is concerned that, should the Commission reduce the
administrative charge, the resulting revenue loss should not shift to another class of customers. It
states that the Company and industrial intervenors agree that it is and will remain an intra-class
issue.
LCG argues that the administrative charge lacks adequate support. It terms the
Company's testimony "subjective opinion" that is "without sustainable basis." In particular, it
believes the industrial marketing cost portion is not justified and should be removed. Doing so,
it states, would reduce the $8000 charge to $4986 and the charge for additional end-use sites
from $3000 to $1870. LCG states that the administrative charge was adopted as part of a
settlement with the objective of discouraging small customers from using transportation service
when that service was first made available. In its view, the charge now serves no useful purpose.
LCG points out that the Company refuses to apply the $3000 charge to the end-use points of the
Industrial Gas Resources Corporation, a non-profit gas purchasing cooperative. LCG asks the
Commission to require the Company to extend the lower incremental charge to this entity, which
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Company has done for the state of Utah and others, opening QGC to a charge of discriminatory
treatment.
IMGA asserts that a thorough review of the administrative charge is needed to assure that
it is cost-justified. It challenges the industrial marketing portion of the costs and argues that the
Company fails to meet its burden to provide substantial evidence supporting them. For this
reason, the charge should be reduced by approximately 40 percent. IMGA states that it is a
governmental entity created under Utah law so its members should qualify for the reduced
incremental rate as do other state agencies.
The study of account administrative costs presented by the Company is not rebutted.
Intervenors call for detailed review of it, but that has not been done and is not on this record.
The Company opposes the LCG proposal to aggregate transportation customers into cooperative
organizations on grounds that doing so would not simplify or reduce the costs of tracking each
customer daily. Thus to permit aggregation would merely shift costs within the class, it states.
We accept this reasoning. We conclude the Company has adequately supported the
administrative charge and therefore reject the intervenors' requests to reduce it.
As IMGA acknowledges, no customers yet take service pursuant to the MT tariff. It
would be premature to act on IMGA's recommendations, for, as the Company testifies, without
customers there is no cost-incurrence experience upon which to base conclusions. IMGA,
however, is a governmental agency which acts on behalf of its members. It provides a single
voice and a single contact for scheduling and transportation issues, and it owns the pipeline to
which QGC delivers gas. The Company agrees that, as with the state of Utah, IMGA should pay
a single administrative charge, and if additional IMGA members take delivery at other points on
the QPC pipeline, they will pay the $3000 administrative charge. We so order.
7.

Western Electrochemical Company (WECCO)

WECCO, an interruptible transportation customer, funded construction of a 13-mile
pipeline to connect its facilities with the QGC system. Under terms of the tariff, an interruptible
customer is required to make contributions for additional facilities needed to serve it. Pursuant
to the main extension agreement between WECCO and the Company, a pipeline large enough to

DOCKET NO. 99-057-20
-58serve anticipated demand in the area was built. The Company bore the incremental cost of the
pipe size that exceeded the WECCO requirement. Shortly thereafter, QGC constructed an 8-mile
segment connecting the WECCO site with Kern River Pipeline. The entire 21-mile pipeline is
now used to serve both WECCO and other customers in the area. WECCO asserts that the
eastern portion of the line is used primarily to serve these other customers thus entitling it to
special tariff treatment as a quid pro quo for its contribution to funding that portion of the line.
The Company responds that during the test year the WECCO tap on Kern River was
closed for 250 days because WECCO's demand alone is insufficient to operate the tap. Contrary
to WECCO's representation, the gas it requires flows to it on the eastern segment of the line. In
addition, the Company states that all interruptible customers must make contributions in aid of
construction of additional facilities needed to serve them and that such contributions do not result
in ownership or other rights to portions of the QGC system. These customers receive service
under terms of the applicable tariff. The Division agrees that WECCO is treated in this respect in
accordance with Company policy, just as are other interruptible customers. The Division asserts
that construction of the line to Kern River now provides WECCO the benefit of service without
interruption when capacity is not available on QGC's southern system. WECCO, the Division
testifies, has no claim for special treatment.
The record shows that WECCO is neither unique nor are special tariff terms required to
provide reasonable and nondiscriminatory service to it. Its request for such terms is rejected.

IV. ORDER
Wherefore, pursuant to our discussion, findings and conclusions made herein, we order:
1. Questar Gas Company to file appropriate tariff revisions increasing Utah jurisdictional
revenues by $13,497,197, recognizing current interim rates recover $7,065,000 of that amount.
2. The tariff revisions shall reflect the Commission's determinations regarding rate
increases, charges and other rate design aspects for service schedules and other changes in rates,
fees or charges designated and discussed in the Report and Order. The Division of Public
Utilities shall review the tariff revisions for compliance with this Report and Order. The tariff
revisions may become effective as designated by Questar Gas Company, but not earlier than the
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3. The Low Income Weatherization program discussed and approved by this Report and
Order shall be implemented beginning with the effective date of the tariff revisions. Questar Gas
Company and the Division of Pubic Utilities shall monitor the operations of the program. The
Division of Public Utilities shall audit the program as it determines necessary or as directed by
the Commission. Questar Gas Company, the Division of Public Utilities and other interested
parties may submit requests to modify the program as experience with the program is obtained or
otherwise warranted.
4. To the extent the Commission has omitted from the ordering provisions of this Order
any duty or obligation intended to be imposed, which duty or obligation is otherwise clear from
the language of this Report and Order, it is hereby incorporated herein by this reference and made
a part hereof.
This Report and Order constitutes final agency action on Questar Gas Company's
December 16, 1999, Application. Pursuant to U.C.A. §63-46b-13, and aggrieved party may file,
within 20 days after the date of this Report and Order, a written request for rehearing or
reconsideration by the Commission. Pursuant to U.C.A. §54-7-12, failure to file such a request
precludes judicial review of this Report and Order. If the Commission fails to issue an order
within 20 days after the filing of such request, the request shall be considered denied. Judicial
review of this Report and Order may be sought pursuant to the Utah Administrative Procedures
Act (U.C.A. §§63-46b-l et seq.).
DATED at Salt Lake City, Utah, this 11th day of August, 2000.

Constance B. White, Commissioner

Attest:

Julie Orchard
Commission Secretary

Clark D. Jones, Commissioner'^
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I concur with my colleagues in all respects expect for one, the adoption of the C0 2 plant
stipulation. The C0 2 gas processing plant issue turns on what the Federal Energy Regulatory
Commission (FERC) would have done had Questar Gas first taken the case there. The dispute
over the plant never would have arisen had that occurred. In my opinion, that is what the
Company should have done. We have been left with too many questions the answers for which
we can only surmise.
There are FERC precedents on the record in this case in which gas producers were
required to process their gas to meet quality specifications of gas pipelines. Those decisions
were available to the Company in 1996 when they began taking coal seam gas. Though I do not
disregard the issue of safety, it seems there was ample time to get a definitive answer from the
FERC on who should bear the costs of processing the gas without ever jeopardizing customer
safety. Questar Gas believes that at most the FERC would have required producers to reduce the
maximum percentage of carbon dioxide in the coal seam gas from 3 percent to 2 percent as they
did in the two precedent cases and that would not have met Questar Gas's requirements. That is
one of the justifications for the compromise in the stipulation the Company and the Division put
forward. The parties to the stipulation believe, therefore, that Questar Gas still would have
incurred the costs of reducing the maximum percentage of carbon dioxide in the gas from
2 percent to 1 percent. The difficulty is that the facts of Questar's case never went before the
FERC so the parties' positions are speculative. It is just as conceivable that the FERC would
have required producers to meet Questar Gas's needs. Paragraph 13.5 of Questar Pipeline's tariff
gives Questar Gas leverage to press for that outcome.
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No. 98-057-12, Questar Gas will be the only gas distribution company directly bearing the costs
of processing gas. The issue should have gone to the FERC several years ago. Nevertheless, I do
not believe it would be fair to simply deny the Company recovery of the C0 2 plant expenses.
That decision would be based on speculation as well. Had my view prevailed, the Commission
would have declared rates interim subject to refund on the condition that the C0 2 processing
plant case be taken to the FERC. That would have held all parties harmless pending the outcome
and put an end to the needless conjecture.
Insofar as the weatherization program is concerned, I make a comment but do not dissent.
In many respects my position is similar to the one I took in Docket No. 99-035-10 on the Lifeline
rate. Utah Code Annotated Section 54-3-1 authorizes the Commission to set rates that encourage
conservation of resources. While I believe the state's weatherization program has merit, I am
still reluctant to laden utility rates with the costs of a program the legislature has only minimally
funded. Nevertheless, unlike the lifeline program, weatherization can be justified on safety
grounds. Customers who otherwise might not have their furnaces checked for proper ventilation
and operation should have fewer concerns about doing so with the aid of this program. As a
result, I do not dissent on this issue but discourage efforts to extend the program beyond that
recommended in this case.
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1.

Summary of Adjusted Distribution Non-Gas Results of Operations ($000).

2.

Joint Stipulation Revenue Requirement Issues, Filed June 2,2000.

3.

C0 2 Stipulation, Filed June 2, 2000.

4.

Allocation and Rate Design Stipulation, Filed June 5, 2000.

Summary of Adjusted Distribution Non-Gas Results of Operations ($000)
1 System
Unadjusted
Test Year

2 Total
System
Adjustments

3 System
Adjusted
Test Year

4 Allocation to
Utah

5 Utah
Distribution
Non-Gas

6 Change
inDNG
Revenue

7 Final
DNG
Results

209,959 1

1 Total Revenue

449,937

55,208

505,144

484,681

196,461

13,497

Gas Purchases

257,265

55,840

313,105

300,667

12,446

0

12,446

(555)

0

(555)

(532)

(532)

0

(532)

Distribution

39,765

479

40,244

38,009

38,009

0

38,009

Customer Accounts

16,243

(896)

15,347

14,655

14,655

0

14,655

Customer Service & Info

3,818

(360)

3,458

3,471

3,471

0

3,471

Administrative & General

44,037

(1,546)

42,491

40,745

40,745

0

40,745

Depreciation

36,365

(1,637)

34,728

33,689

33,689

0

33,689

Amortization

61

0

61

59

59

0

59

7,625

1,401

9,026

8,843

8,843

0

8,843

8,643

1,745

10,388

9,865

9,865

5,132

14,998

1 Total Expenses

413,267

55,026

468,293

449,471

161,251

5,132

166,383 1

1 Total Income

36,670

182

36,851

35,210

35,210

8,365

43,575 1

903,378

(8,624)

894,754

857,365

857,365

0

857,365

Plant Held for Future Use

587

0

587

587

587

0

587

Unclassified Construction

35,976

0

35,976

35,106

35,106

0

35,106

4,170

0

4,170

4,169

4,169

0

4,169

14,016

(14,016)

0

0

0

0

0

2,486

(1,092)

1,394

1,337

1,337

0

1,337

119

18

137

131

131

0

131

1 Add'ns to Rate Base

960,732

(23,714)

937,018

898,694

898,694

0

898,694 1

Accum Depreciation

392,450

(4,146)

388,304

372,717

372,717

0

372,717

Accum Depletion & Amort

8,506

(352)

8,154

7,819

7,819

0

7,819

Customer Deposits

2,552

0

2,552

2,444

2,444

0

2,444

Deferred ITCs

5,821

0

5,821

5,484

5,484

0

5,484

70,259

0

70,259

66,609

66,609

0

66,609

1 Ded'ns to Rate Base

479,587

(4,498)

475,090

455,073

455,073

0

455,073 1

1 Total Rate Base

481,144

(19,216)

461,928

443,621

443,621

0

443,621 1

7.62%

7.98%

7.94%

7.94%

7.00%

7.65%

7.57%

7.57%

Production

Non-Income Taxes
| Income Taxes

Gas Plant in Service

Materials & Supplies
Gas Stored Underground
Prepayments
1 Cash Working Capital

1 Accum Deferred Inc Taxes

ROR on Rate Base
1 ROR on Common Equity

9.82%

11.00% 1
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JOINT STIPULATION
O N REVENUE REQUIREMENT
ISSUES

Pursuant to Utah Administrative Code § R746-100-10.F.5 and Utah Code
Ann. §§ 54-4-1 and 54-4-4 (1994), Questar Gas Company (Questar Gas), the Division of
Public Utilities (Division), and the Committee of Consumer Services (Committee)
(collectively, "The Parties") submit this Joint Stipulation in resolution and settlement of
revenue requirement issues addressed in this proceeding, except for four contested issues
described in paragraph 12 of this Stipulation. This Stipulation does not address any issues
involving cost allocation among rate classes or rate design.
PROCEDURAL HISTORY
L On December 17, 1999, Questar Gas filed an application with the Public Service
Commission of Utah (Commission) seeking an increase in its Utah rates in the annualized
amount of $22,227,000/ based on a 1999 calendar test year. The original filing was based on
the ten months of actual data (January-October 1999) and two months of projected data
(November-December 1999).

*Unless otherwise specified, the revenue, cost and rate-base values are the allocations to
Utah operations, as determined by well-established methodologies that are uncontested in this
proceeding.
n n -71 J

2. On January 11, 2000, the Commission held a prehearing conference at which the
parties agreed to a procedural schedule that was approved by the Commission's
February 1, 2000, Scheduling Order.
3. Pursuant to the Scheduling Order, on February 18, 2000, Questar Gas filed
updated information to replace projected test-period data with actual data for November and
December 1999. This filing included revised exhibits detailing an annual revenue deficiency
of $22,473,000, based on actual 1999 data. This included test-year revenues of $195,283,000
expenses of 171,741,000 return on equity of 12.0% and a proposed overall return of 10.36%
applied to a rate base of $444,165,000. Included in the revenue requirement was an annual
recovery of $7,343,000 for the costs incurred by Questar Gas to procure gas-processing
services for the removal of carbon dioxide (C0 2 ) from certain gas supplies delivered to
Questar Gas's system.
4. On April 19, 2000, the Division submitted its direct testimony and exhibits, with a
calculated revenue deficiency of $10,300,000. The Division proposed test-period revenues of
$206,673,000, operating expenses of $163,288,000, and a total average rate base of
$441,692,000. The Division recommended a return on equity of 11.0% and an overall return
to be applied to the rate base of 9.82%. The Division proposed an allowed annual recovery of
C0 2 gas-processing costs of $3,670,000.
5. On April 19, 2000, the Committee also filed its direct testimony and exhibits, with
a proposed annual revenue deficiency of $1,781,000. This was calculated from test-year
revenues of $196,577,000 operating expenses of $144,565,000, 11.0% return on common
equity and an overall rate of return of 9.55% to be applied on an average rate base of

$422,309,000. The Committee proposed that the Commission deny recovery of all C0 2
gas-processing costs.
6. Attached as part of this Stipulation, Exhibit 1 lists in summary form all
revenue-requirement issues that have been raised in this proceeding, organized as follows:
I Uncontested Issues - Group I These are issues on which the Parties had
reached accord prior to the comprehensive agreement of contested issues that forms the basis
of this Stipulation. These issues would not have been contested upon final submission to the
Commission, even in the absence of this Stipulation.
II Issues Settled by Joint Stipulation - Group II The Parties have not been
able to reach an issue-by-issue agreement for the items included in Group II. For the purposes
of reaching a comprehensive settlement of all issues except those in the contested-issue
Group III below, the Parties have concurred on the aggregate effect that an overall resolution
of these issues is to have on Questar Gas's test-year revenue deficiency.
III Contested Issues - Group III Among the three Parties, there has been no
concurrence on the four issues listed in this category: rate of return on common equity;
capital structure; allocation of billing-postage costs; recovery of costs of procuring C0 2
gas-processing services. The C0 2 gas-processing issues are the subject of a separate
stipulation between Questar Gas and the Division to which the Committee is not a party.
7. Thus, except for the issues in Group III on Exhibit 1, in settlement of the positions
of the Parties on issues that affect the test-year revenue requirement, the Parties have reached
a full and final resolution of all other revenue-requirement issues in this case and submit for
the Commission's approval the terms and conditions of this Stipulation.
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SETTLED ISSUES
8. On or about May 18, 2000, during settlement discussions among the Parties, the
three Parties agreed to several adjustments that had the net effect of reducing the Company's
calculation of the annual Utah revenue deficiency to $21,711,000. The same adjustments
served to change the Division's and Committee's Utah revenue deficiencies to $10,261,000
and $5,766,000, respectively. These adjustments are summarized under the heading
"Uncontested Issues - Group I" of Exhibit 1.
9. The net effect of the comprehensive settlement of contested issues designated 11(a)
through II(s) on Exhibit 1 is to reduce further Questar Gas's position on the annual Utah
revenue deficiency, as stated in paragraph 8, by $1,550,000 to $20,161,000.
Correspondingly, the positions of the Division and the Committee have been increased to
$11,458,000 and $7,202,000, respectively. (These values do not reflect the Questar
Gas-Division Stipulation on C0 2 costs.)
10. When the Questar Gas-Division Stipulation on C0 2 issues is incorporated, the
overall result of the full settlement of all uncontested and contested issues in Groups I and II
on Exhibit 1 is to reduce Questar Gas's position on the annual Utah revenue deficiency to
$17,818,000. The corresponding positions of the Division has been increased to
$12,785,000, and the Committee's position is $7,202,000. The differences among these three
revenue-deficiency positions are attributable to the differences among the Parties with respect
to contested, Group III issues on Exhibit 1.
11. With respect to the research and development issues (Issue II(r), Exhibit 1), the
Parties agree that Questar Gas may utilize its pass-through cases at year-end 2000, 2001,
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2002 and 2003 to transfer from the commodity portion of rates to the distributor non-gas
(DNG) portion of rates an amount equal to the reduction in the FERC-approved Gas Research
Institute (GRI) surcharge. The parties agree to support this procedure and agree that Questar
Gas should generally be allowed to invest in R&D programs at a level of expense similar to
what has been historically included in FERC-approved rates as the GRI surcharge. Questar
Gas agrees to provide information on the R&D projects it supports and agrees that any Party
can challenge Questar Gas's contribution to any particular project in appropriate proceedings.
Questar Gas has agreed to contribute to R&D projects undertaken by organizations such as
GRI that are designed and expected to benefit natural gas LDC's customers.
CONTESTED ISSUES
12. The Parties have not reached unanimous agreement on the C0 2 processing costs,
the postage-expense issue, the equity-return issue (and the associated capital-structure issue).
13. As reflected in a separate settlement agreement, Questar Gas and the Division
have reached a bilateral agreement on the C0 2 issue.

GENERAL TERMS AND CONDITIONS
14. For the revenue, rate base, and expense items covered in this Stipulation, it
represents a settlement by all parties who have raised or taken a position on these items in this
docket.
15. All negotiations related to this Stipulation are privileged, and except for the issue
set forth in paragraph 11, no Party shall be bound by any position asserted in negotiations.
Neither the execution of this Stipulation nor the order adopting this Stipulation shall be
deemed to constitute an acknowledgment by any party of the validity or invalidity of any

principle or practice of ratemaking; nor shall they be construed to constitute the basis of an
estoppel or waiver by any Party; nor shall they be introduced or used as evidence for any
other purpose in a future proceeding by any party to this Stipulation.
16. The Parties believe that settlement of these issues through this Stipulation is in the
public interest and that the rates, terms and conditions it provides for are just and reasonable.
17. Each of the Parties and any other parties to the proceeding may present evidence
to explain and support this Stipulation. Any such witnesses will be available for examination.
18. This Stipulation shall remain in effect from the date of the Commission's order
approving the Stipulation until the date of a superseding Commission order.
19. This Stipulation is an integrated whole, and any Party may withdraw from it if this
Stipulation is not approved in its entirety by the Commission.
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STIPULATION

Pursuant to Utah Administrative Code § R746-100-10.F.5 and Utah Code
Ann. §§ 54-4-1 (1994) and 54-4-4 (1994), Questar Gas Company (Questar Gas) and the
Division of Public Utilities (Division) submit this Stipulation in resolution and settlement of
cost recovery and ratemaking for C0 2 processing contract costs.
PROCEDURAL HISTORY
1. Questar Gas originally applied for cost recovery in its November 25, 1998,
Application in Docket No. 98-057-12 for gas processing contract costs paid to Questar
Transportation Services Company (QTS). The Application sought authorization to recover
an annualized amount of approximately $7.5 million through Questar Gas's 191 Gas Cost
Balancing Account.
2. The Division and Committee of Consumer Services (Committee) filed a Motion
for Summary Judgment on April 30, 1999, opposing 191 Account recovery of these costs.
After denying the Motion, the Commission held hearings on June 22 and 23, 1999, with
post-hearing briefs filed on September 1, 1999, and September 30,1999.
3. On December 3, 1999, the Commission denied recovery of C0 2 gas processing

costs in the 191 Gas Cost Balancing Account. The Commission determined that recovery of
these costs must be considered either in a general rate case or an abbreviated proceeding.
4. Concurrently with the December 17, 1998, filing of its Application for General
Rate Relief and separate Emergency Motion for Interim Relief, Questar Gas requested that
the Commission take official notice of the record in Docket No. 98-057-12. The Committee
also moved for such official notice on January 11, 2000. Finally, Questar Gas submitted its
Motion requesting the Commission to take official notice of the record on Docket
No. 98-057-12 on May 23, 2000, which Motion was unopposed by the Division and
Committee.
5. On January 11, 2000, Questar Gas, the Division, the Committee of Consumer
Services (Committee) and interveners attended a prehearing conference and agreed to a
procedural schedule which was announced by the Commission's February 1, 2000,
Scheduling Order.
6. On April 19, 2000, the Division, Committee and interveners submitted direct
testimony and exhibits, supplementing the Docket 98-057-12 record. Parties submitted
rebuttal testimony on May 24, 2000 and surrebuttal testimony on May 31, 2000.
7. In settlement of the revenue requirement issues in this case involving C0 2
processing costs, Questar Gas and the Division submit the terms and conditions of this C0 2
Stipulation for the Commission's approval and order.
8. After considering all of the positions concerning C0 2 processing of each party, this
Stipulation has been agreed to in recognition of the requirement of Questar Gas to manage
the heat content of the gas entering its system so as to protect the safety and well being of

Questar Gas customers. Thus, Questar Gas and the Division agree and stipulate that C0 2
processing contract costs in the amount of $5 million for the Utah jurisdiction should be
included in the revenue requirement in this case.
9. The Division and Questar Gas agree and stipulate that the term of the C0 2
processing agreement between Questar Gas and QTS is to be five years beginning from the
date of commencement of processing services in June 1999. During the remaining term of
the contract, Questar Gas will retain first rights to C0 2 processing service from the Castle
Valley plant but will have no right to any revenue credits for processing performed by QTS
for others. At the end of the contract, Questar Gas will have no interest in or claim on the
plant. At that time, any additional C0 2 processing needed by Questar Gas will require
separate regulatory approval for cost coverage.
10. The Division and Questar Gas agree and stipulate that the processing costs will
continue to be based on cost-of-service pricing. In any future rate proceeding using an
annual test period with data through June 2004, the maximum annual amount to be included
in rates will be $5 million. Actual processing costs up to $5 million will be considered with
all other revenues and expenses by the Division in its review of Results of Operations.
11. Questar Gas agrees that the Division will have the right to information on the C0 2
processing costs and can use that information in assessing ongoing earnings levels of Questar
Gas.
12. This is a contested Stipulation. As such, neither the Committee nor any
intervener in this case has agreed to the recommendations set forth herein.
13. All negotiations related to this Stipulation are privileged and no party shall be

bound by any position asserted in negotiations. Neither the execution of this Stipulation nor
the order adopting this Stipulation shall be deemed to constitute an acknowledgment by any
party of the validity or invalidity of any principle or practice of ratemaking; nor shall they be
construed to constitute the basis of an estoppel or waiver by any party; nor shall they be
introduced or used as evidence for any other purpose in a future proceeding by any party to
this Stipulation. The parties believe that settlement of these issues through this Stipulation is
in the public interest and that the rates, terms and conditions in provides for are just and
reasonable.
14. Questar Gas and the Division, and any other parties may, present testimony of
one or more witnesses to explain and support this Stipulation. Such witnesses will be
available for examination.
15. This Stipulation shall remain in effect from the date of the Commission's order
approving the Stipulation until the date of a superseding Commission order.
16. This Stipulation is an integrated whole, and any party may withdraw from it if
this Stipulation is not approved in its entirety by the Commission.
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ALLOCATION AND RATE
DESIGN STIPULATION

Pursuant to Utah Administrative Code § R746-100-10.F.5 and Utah Code
Ann. §§ 54-4-1 (1994) and 54-4-4 (1994), Questar Gas Company (Questar Gas), the Division
of Public Utilities (Division), the Large Customer Group (LCG)1 and the Industrial Gas Users
(IGU),2 (collectively, "the Parties") submit this Stipulation in resolution and settlement of
issues of C0 2 recovery and allocation, daily balancing and firm transportation rate design
(the "Stipulated Issues").
PROCEDURAL HISTORY
1. On December 17, 1999, Questar Gas filed an application and direct testimony with
the Public Service Commission of Utah (Commission) seeking an increase in its Utah rates in
the annualized amount of $22,227,000. This application contained Questar Gas's
recommendations regarding C0 2 processing cost recovery and allocation, daily balancing

'The companies that make up the LCG group are listed in its Petition to Intervene filed on
March 22, 2000.
2

The companies that make up the IGU group are listed in its Petition to Intervene filed on
April 11, 2000.
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provisions and rate design for all customer classes.
2. On January 11, 2000, the Commission held a prehearing conference at which the
parties agreed to a procedural schedule that was approved by the Commission's
February 1, 2000, Scheduling Order.
3. On April 19, 2000, the Division and LCG submitted direct testimony and exhibits
addressing the Stipulated Issues. Rebuttal testimony was submitted by Questar Gas on
May 24, 2000, and surrebuttal testimony by the Division and LCG was submitted on
June 1,2000.
4. On June 2, 2000, the Division and Questar Gas submitted a stipulation in
settlement of the revenue requirement issues in this docket involving C0 2 processing costs
(the "C0 2 Stipulation").
5. In settlement of the Stipulated Issues in this case, the Parties submit the terms and
conditions of this Stipulation for the Commission's approval and order.
FIRM TRANSPORTATION AND RATE DESIGN
6. The Parties agree and stipulate that firm transportation service should be offered as
generally described in the rebuttal testimony of Questar Gas witness Barrie L. McKay
(Exhibits QGC 6R, 6.1R, 6.2R), and that Questar Gas's Utah Natural Gas Tariff will provide
for two firm transportation rate schedules, FT-1 and FT-2.
7. Rate Schedule FT-1 will be a continuation of current FT service and will serve as
an anti-bypass rate schedule, designed to retain customers with economic alternative
transportation options. Customers will qualify for this rate schedule based on (1) annual
usage of at least 100,000 Dth and proximity to the nearest interstate pipeline of five miles or
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less; or (2) annual usage of at least 4,000,000 Dth. Proceeds from this rate will continue to
be treated as a revenue credit in the rate design.
8. Rate Schedule FT-2 will be available to all firm transportation customers who do
not qualify under Rate Schedule FT-1. This rate schedule will be allocated a uniform
percentage increase of the final revenue deficiency in this proceeding.

C02 COST RECOVERY AND ALLOCATION
9. IGU and LCG will not oppose the June 2, 2000, C0 2 Stipulation and agree that the
Stipulation is a reasonable resolution of recovery of C0 2 processing costs in Questar Gas's
rates and agree and stipulate to the terms and conditions of the June 2, 2000, C0 2 Stipulation.
10. The Parties agree and stipulate that the annual C0 2 processing costs of up to $5
million specified in the C0 2 Stipulation will be allocated to rate classes using the following
method, as illustrated on Rate Design Stipulation Exhibit 1:
(a) An initial class allocation of the total cost of service3 will be determined by
spreading the final revenue deficiency, exclusive of the $5 million annual C0 2 cost recovery,
by means of a uniform percentage increase (line l). 4
(b) This determines a percentage allocation for each class (line 2).
(c) The percentage weights for Rate Schedules IT and FT-2 are doubled (line 3).
(d) The cost allocations of the other classes are reduced on a pro-rata basis to account
for the double-weighted allocation to Rate Schedules IT and FT-2 (line 4).

3

The dollar values on line 1 of Exhibit 1 are hypothetical and used here for illustrative
purposes only.
4

Except for Rate Schedules NGV-1, NGV-2 and FT-1, which have no costs allocated to

them.
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(e) Adding lines 2, 3 and 4 yields the allocation percentages for C0 2 costs by rate
schedule (line 5).
(f) Line 6 gives the resulting allocations of the $5 million annual C0 2 cost recovery
specified in the C0 2 Stipulation in this proceeding.
DAILY BALANCING
11. The Parties agree and stipulate that the following terms and conditions should be
incorporated in Questar Gas's tariff regarding daily balancing.
12. Questar Gas will continue to allow ±5% of a customer's volumes delivered to the
city gate as a daily imbalance tolerance "window." In the event a customer's imbalance
contributes to an aggregate imbalance that would (1) require Questar Gas to take action to
maintain system integrity or (2) reasonably be expected to force the Company to alter
materially its prior day's planned level of (a) gas purchases, (b) Company production, or (c)
storage injections or withdrawals, then Questar Gas may give notice to and require customer
action as set forth in paragraph 14.
13. If conditions exist as described in paragraph 12, Questar Gas may, for the period
that such conditions are reasonably expected to continue, require customers or nominating
parties to adjust deliveries or usage, and/or to suspend all or a portion of the daily imbalance
intolerance window. A customer or nominating party may adjust deliveries by directing a
change in nominations, alter usage, or utilize park-and-loan or other services offered by the
appropriate upstream pipeline.
14. Questar Gas will provide notice of such restriction to each affected nominating
party not less than two hours prior to the first nomination deadline for the affected period or
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as soon as reasonably practicable, to the extent system integrity or upstream allocations
allow. If other than written notice is initially provided, the subsequent written follow-up will
provide the time of contact and the person contacted. Restrictions may be applied on a
system-wide basis, a nominating-party-by-nominating-party basis, a customer-by-customer
basis, or a geographic-area basis, as circumstances reasonably require.
15. Notices of balancing restrictions will be provided to each affected nominating
party and will include reasonable specificity regarding:
(a) The duration and nature of the balancing restrictions imposed;
(b) The events or circumstances that require the restrictions;
(c) The type of imbalances that may be subjected to penalties; and
(d) Actions that the customer can take to avoid penalties.
16. If a customer fails to comply with balancing restrictions reasonably imposed by
Questar Gas after notice provided in paragraph 14, a balancing penalty of the greater of
$1.00/Dth or the difference between the Questar Pipeline first-of-the-month posting in
"Inside FERC" and the Questar Pipeline daily posting in "Gas Daily" (or subsequently
applicable publications) plus $0.25/Dth will, except under conditions of force majeure, be
charged for those imbalances that adversely affect the system.
17. Customers or nominating parties may exchange or aggregate imbalances in order
to avoid or mitigate penalties. Penalties that are not totally avoided by exchange or
aggregation will be borne by the customer or prorated among the customers as directed by
the nominating party. If no direction is received, the Company will assign the imbalance to
each of the nominating party's accounts on a pro-rata basis for all such accounts that are
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contributing to the imbalance that adversely affect the system on the tenth business day
following the last day of the notice.
18. Questar Gas reserves the right to take any action necessary to restrict deliveries or
usage in order to maintain a balanced distribution system when required to maintain system
integrity. A balancing penalty of up to $25.00/Dth may be imposed in cases where a
customer has repeatedly ignored, after written notice, Questar Gas's reasonable balancing
restrictions. There will be no daily imbalance tolerance during periods of interruption.
Attached Rate Design Stipulation Exhibit 2 shows the tariff changes that will implement
these provisions.
19. The parties oppose any allocation or charge to transportation customers for NNT
or storage services purchased by Questar Gas for its sales customers. The tariff provisions
specified above represent a more appropriate, efficient and practical method of insuring that
Questar Gas's sales customers receive the intended benefits of Questar Gas's NNT and
storage rights.
GENERAL TERMS AND CONDITIONS
20. This is a contested Stipulation. As such, the Committee of Consumer Services
and other interveners have not approved or stated positions on this Stipulation.
21. All negotiations related to this Stipulation are privileged, and no Party shall be
bound by any position asserted in negotiations. Neither the execution of this Stipulation nor
the order adopting this Stipulation shall be deemed to constitute an acknowledgment by any
Party of the validity or invalidity of any principle or practice of ratemaking; nor shall they be
construed to constitute the basis of an estoppel or waiver by any party; nor shall they be
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introduced or used as evidence for any other purpose in a future proceeding by any party to
this Stipulation. The Parties believe that settlement of these issues through this Stipulation is
in the public interest and that the rates, terms and conditions it provides for regarding the
Stipulated Issues are just and reasonable.
22. Questar Gas and the Division will, and other Parties may, present testimony of
one or more witnesses to explain and support this Stipulation before the Commission. Such
witnesses will be available for examination.
23. This Stipulation is an integrated whole, and any Party may withdraw from it if
this Stipulation is not approved in its entirety by the Commission.
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I hereby certify that on Friday, August 11, 2000,1 served a true copy of the hereto
attached REPORT AND ORDER on the persons whose names are set forth below by mailing
such copy on said date in a post office in Salt Lake City, Utah, properly enclosed in a sealed
envelope with postage prepaid thereon, legibly addressed to the addresses shown:
* See attached Mailing Lists and "E" Mailing Lists
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Addendum B

PRINCIPAL AREAS OF ACTIVITY
QUESTAR GAS SYSTEM
QUESTAR PIPELINE SYSTEM
QUESTAR SOUTHERN TRAILS PIPELINE
TRANSCOLORADO PIPELINE
EXPLORATION AND PRODUCTION

ASSETS
December 31,1998

MARKET RESOURCES 38%
OTHER 4%

REGULATED 58%
DISTRIBUTION 32%
TRANSMISSION 26%

CAPITAL E X P E N D I T U R E S
Year Ended December 31,1998

MARKET RESOURCES
55%
, t d 307o

^ ^ ^ ^ ^

OTHER 3% •
REGULATED 42%
DISTRIBUTION 17%
TRANSMISSION ICO/
25%

NET I N C O M E
Year Ended December 31,1998

MARKET RESOURCES 18%
OTHER 1 1 %
REGULATED 7 1 %
DISTRIBUTION 35%
TRANSMISSION 36%

I
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Addendum C

54-2-2

PUBLIC UTILITIES

been issued a covering license by the Federal
Communications Commission;
(ii) Internet service; or
(iii) resold intrastate toll service.
(24) 'Telephone line" includes all conduits, ducts, poles,
wires, cables, instruments, and appliances, and all other
real estate, fixtures, and personal property owned, controlled, operated, or managed in connection with or to
facilitate communication by telephone whether that communication is had with or without t h e use of transmission
wires.
(25) "Transportation of persons" includes every service
in connection with or incidental to the safety, comfort, or
convenience of the person transported, and the receipt,
carriage, and delivery of t h a t person and t h a t person's
baggage.
(26) "Transportation of property" includes every service
in connection with or incidental to the transportation of
property, including in particular its receipt, delivery,
elevation, transfer, switching, carriage, ventilation, refrigeration, icing, dunnage, storage, and hauling, and the
transmission of credit by express companies.
(27) "Water corporation" includes every corporation
and person, their lessees, trustees, and receivers, owning,
controlling, operating, or managing any water system for
public service within this state. It does not include private
irrigation companies engaged in distributing water only
to their stockholders, or towns, cities, counties, water
conservancy districts, improvement districts, or other
governmental units created or organized under any general or special law of this state.
(28) (a) "Water system" includes all reservoirs, tunnels, shafts, dams, dikes, headgates, pipes, flumes,
canals, structures, and appliances, and all other real
estate, fixtures, and personal property owned, controlled, operated, or managed in connection with or to
facilitate the diversion, development, storage, supply,
distribution, sale, furnishing, carriage, appointment,
apportionment, or measurement of water for power,
fire protection, irrigation, reclamation, or manufacturing, or for municipal, domestic, or other beneficial
use.
(b) "Water system" does not include private irrigation companies engaged in distributing water only to
their stockholders.
(29) "Wholesale electrical cooperative" includes every
electrical corporation t h a t is:
(a) in the business of the wholesale distribution of
electricity it has purchased or generated to its members and the public; and
(b) required to distribute or allocate savings in
excess of additions to reserves and surplus to members or patrons on the basis of patronage.
2001
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Section
54-3-5, 54-3-6. Repealed.
54-3-7.
Charges not to vary from schedules — Refunds
and rebates forbidden — Exceptions.
54-3-8.
Preferences forbidden — Power of commission to
determine facts.
54-3-8.1.
Repealed.
54-3-8.5.
Rate on electricity for agricultural irrigation or
drainage.
54-3-9.
Sliding scale of charges — Control by commission.
54-3-10.
Interchange of business required.
54-3-11 to 54-3-14. Repealed.
54-3-15 to 54-3-18. Renumbered.
54-3-19.
Long and short distance service — Through and
intermediate rates.
54-3-20.
Repealed.
54-3-21.
Commission to be furnished information and
copies of records — Hearings before commission to be public — Privilege.
54-3-22.
Required reports.
54-3-23.
Commission's orders must be obeyed.
54-3-24.
Hostage situation — Telephone communication
prevention.
54-3-25.
Telephone corporations — Publishing special
purpose district names and telephone numbers.
54-3-26.
Retention of unclaimed capital credits by electric
and telephone cooperatives — Use of retained
monies — Reporting requirements.

A
,
I 54-3-1. C h a r g e s m u s t b e just; s e r v i c e a d e q u a t e ; rules I
I
reasonable.
I
I All charges made, demanded or received by any public I
I utility, or by any two or more public utilities, for any product I
I or commodity furnished or to be furnished, or for any service I
I rendered or to be rendered, shall be just and reasonable. Every
I unjust or unreasonable charge made, demanded or received 1
I for such product or commodity or service is hereby prohibited 1
I and declared unlawful. Every public utility shall furnish,
I provide and maintain such service, instrumentalities, equip- I
I ment and facilities as will promote the safety, health, comfort I
and convenience of its patrons, employees and the public, and
as will be in all respects adequate, efficient, just and reasonable. All rules and regulations made by a public utility
affecting or pertaining to its charges or service to the public I
I shall be just and reasonable. The scope of definition "just and I
I reasonable" may include, but shall not be limited to, the cost of
I providing service to each category of customer, economic I
I impact of charges on each category of customer, and on the 1
I well-being of the state of Utah; methods of reducing wide I
I periodic variations in demand of such products, commodities I
54-2-2. Definition of "person."
I or services, and means of encouraging conservation of re- I
As used in this chapter, "person" includes all individuals, I sources and energy.
1977 I
corporations, partnerships, associations, trusts, and compa- v .
—.——
i
h
nies and their lessees, trustees, and receivers.
1989 54-3-2. S c h e d u l e s of rates and classification — Right of
i n s p e c t i o n — C h a n g e s by c o m m i s s i o n .
(1) Under the rules and regulations made by the commisCHAPTER 3
sion, every public utility shall file with the commission within
the time and in the form as the commission may designate,
DUTIES OF PUBLIC UTILITIES
and shall print and keep open to public inspection, schedules
Section
showing all rates, tolls, rentals, charges, and classifications
54-3-1.
Charges must be just; service adequate; rules
collected or enforced, or to be collected or enforced, together
reasonable.
with all rules, regulations, contracts, privileges, and facilities
54-3-2.
Schedules of rates and classification — Right of which in any manner affect or relate to rates, tolls, rentals,
inspection — Changes by commission.
charges, classifications, or service.
54-3-3.
Changes by utilities in schedules — Notice.
(2) Except for motor carriers exempted under federal law,
54-3-4.
Joint tariffs.
nothing in this section shall prevent the commission from

PUBLIC UTILITIES

25
54-7-13.

R e s c i s s i o n or a m e n d m e n t of o r d e r s or decisions.
(1) The commission may a t any time, upon notice to the
public utility affected and after opportunity to be heard,
rescmd, alter, or amend any order or decision made by it
(2) When served upon the public utility affected, any order
rescinding, altering, or amending a prior order or decision
shall have t h e same effect as the original order or decision
1987

54-7-14.

Orders and d e c i s i o n s c o n c l u s i v e on collateral
attack.
In all collateral actions or proceedmgs t h e orders and
decisions of the commission which have become final shall be
conclusive
1953
54-7-15.

R e v i e w or r e h e a r i n g b y c o m m i s s i o n — Applic a t i o n — P r o c e d u r e — P r e r e q u i s i t e to court
action.
(1) Before seeking judicial review of the commission's action, any party, stockholder, bondholder, or other person
pecuniarily interested in the public utility who is dissatisfied
with an order of t h e commission shall meet the requirements
of this section
(2) (a) After any order or decision has been made by the
commission, any party to the action or proceeding, or any
stockholder or bondholder or other party pecuniarily
interested in the public utility affected may apply for
rehearing of any matters determmed m the action or
proceeding
(b) No applicant may urge or rely on any ground not set
forth m the application m an appeal to any court
(c) Any application for rehearing not granted by the
commission within 20 days is denied
(d) (l) If the commission grants any application for
rehearing without suspending the order involved, the
commission shall issue its decision on rehearing
within 20 days after final submission
(n) If the commission fails to render its decision on
rehearing within 20 days, the order involved is affirmed
(e) Unless an order of the commission directs that an
order is stayed or postponed, an application for review or
rehearing does not excuse any corporation or person from
complying with and obeying any order or decision of the
commission
(3) Any order or decision on rehearing t h a t abrogates,
changes, or modifies an original order or decision has the same
force and effect as an original order or decision, but does not
affect any right, or the enforcement of any right, arising from
t h e original order or decision unless so ordered by the commission
1987
54-7-16.
54-7-17.

Repealed.

1987

S t a y of commission's o r d e r or d e c i s i o n pendi n g appeal.
(1) A petition for judicial review does not stay or suspend
t h e operation of the order or decision of the commission
(2) (a) The court may stay or suspend, m whole or in part,
the operation of the commission's order or decision after
at least three days' notice and after a hearing
(b) If the court stays or suspends the order or decision
of the commission, the order shall contain a specific
finding, based upon evidence submitted to the court and
identified by reference, t h a t
(l) great or irreparable damage will result to the
petitioner absent suspension or a stay of the order,
and
(n) specifies the nature of the damage
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(3) (a) The court's order staying or suspending the decision
of the commission is not effective until a supersedeas bond
is executed, filed with, and approved by the commission
(or approved, on review, by t h e court)
(b) The bond shall be payable to t h e state of Utah, and
shall be sufficient m amount and security to insure the
prompt payment by the party petitioning for the review
of
(1) all damages caused by the delay m the enforce
ment of the order or decision of the commission, and
(n) all moneys t h a t any person or corporation is
compelled to pay, pending the review proceedings, for
transportation, transmission, product, commodity, or
service m excess of the charges fixed by the order or
decision of the commission
(c) Whenever necessary to insure the prompt payment
of damages and any overcharges, the court may order the
party petitioning for a review to give additional security
or to increase the supersedeas bond
(4) (a) When the court stays or suspends the order or
decision of the commission m any m a t t e r affecting rates,
fares, tolls, rentals, charges, or classifications, it shall
order the public utihty affected to pay into court, or mto
some bank or trust company paying interest on deposits,
all sums of money collected by the public utihl y t h a t are
greater t h a n the sum a person would have paid if the
order or decision of the commission had not been stayed or
suspended
(b) d) Upon the final decision by the court, the public
utility shall refund all moneys collected by it t h a t are
greater t h a n those authorized by the court's final
decision, together with interest if the moneys were
deposited m a bank or trust company, to the persons
entitled to the refund
(n) The commission shall prescribe the methods
for distributing the refund
(c) (I) If any of the refund money has not been claimed
within one year from the final decision of the court,
the commission shall publish notice of the refund
once per week for two successive weeks in a newspaper of general circulation printed and published m
t h e city and county of Salt Lake, and m any other
newspapers t h a t the commission designates
(n) The notice shall state the names of t lie persons
entitled to the moneys and t h e amount due each
person
(m) All moneys not claimed withm three months
after the publication of the notice shall be paid by the
public utility into the General Fund
(5) When the court stays or suspends any order or decision
lowering any rate, fare, toll, rental, charge, or classification,
after the execution and approval of the supersedeas bond, the
commission shall order the public utility affected to keep
accounts, verified by oath, that show
(a) the amounts being charged or received by the public
utihty, and
(b) the names and addresses of the persons to whom
overcharges will be refundable
1987
54-7-18.

P r e f e r e n c e of a c t i o n s a n d p r o c e e d i n g s on
courts' c a l e n d a r s .
(1) The courts of this state shall consider, hear, and deter
mine all actions and proceedings under this chapter, and all
actions and proceedings to which the commission or the state
of U t a h is a party, m which any question arises u n d e r this title
or under or concerning any order or decision of the commission
before considering, hearing, or determining all other civil
causes except election causes
(2) If the commission requests it, the courts shall grant the
same preference to the commission in any action or proceeding
in which the commission is allowed to intervene
1987

54-4-1.5

PUBLIC UTILITIES

10

tolls, or charges but which does not constitute a n approval or
establishment of them
A wholesale electrical cooperative must, prior to the implementation of any r a t e increase 3ffcer J a n u a r y 1, 1984, hold a
public meeting for ail its customers and members Notice must
be mailed at least t e n days prior to t h e meeting In addition,
any schedule of new rates or other change t h a t results in new
rates must be approved by t h e board of directors of the
wholesale electrical cooperative
1984

I (3) The commission, in its determination of just and rea I
sonable rates, may consider recent changes in t h e utility's
financial condition or changes reasonably expected, but not
speculative, in the utility's revenues, expenses or investments
and may adopt an appropriate future test period, not exceeding twelve months from the date of filing, including projections
or projections together with a period of actual operations in
[determining the utility's test year for rate-making purposes

54-4-1.5. Investigations, providing information, audits
and recommendations by director.
In addition to its other powers and duties provided by law,
the Public Service Commission may, with respect to any
matter within its jurisdiction, order the director of the Division of Public Utilities to
(1) conduct research, studies, and investigations,
(2) provide information, documents or records in compliance with the provisions regarding ex parte communications set forth in Section 54-7-1 5,
(3) conduct audits a n d inspections or take other en-1
forcement actions to assure compliance with commission
decisions and state a n d federal laws, a n d
(4) make recommendations regarding public utility
regulations
1963 j

54-4-4.1. R u l e s t o g o v e r n rates — Shared earnings.
(1) The commission may, by rule or order, adopt any method
of rate regulation consistent with this title, including a
method whereby revenues or earnings of a public utility above
a specified level are equitably shared between the public
utility and its customers
(2) Not later than 60 days from the entry of an order or
adoption of a rule adopting a method of rate regulation
whereby revenues or earnings of a public utility above a
specified level are equitably shared between the public utility
and its customers, the public utility may elect not to proceed
with the method of rate regulation by filing with the commission a notice that it does not intend to proceed with the method
of rate regulation
1990

54-4-2. Investigations — Hearings a n d notice — Find-1
ings.
Whenever the commission believes t h a t in order to secure a
compliance with t h e provisions of this title or with t h e orders
of the commission, or t h a t it will be otherwise in the interest
of the public, an investigation should be made of any act or
omission to act, or of anything accomplished or proposed, or of
any schedule, classification, rate, price, charge, fare, toll,
rental, rule, regulation, service or facility of any public utility,]
it shall investigate the same upon its own motion, a n d may fix!
a time and place for a hearing thereof with notice to the public]
utility concerning which such investigation shall be made, and]
upon such hearing shall make such findings and orders asi
shall be just and reasonable with respect to any such matter I

54-4-7. Rules, equipment, service — Regulation after
hearing.
Whenever the commission shall find, after a hearing, that
the rules, regulations, practices, equipment, appliances, facilities, or service of any public utility, or the methods of manufacture, distribution, transmission, storage or supply employed by it, are unjust, unreasonable, unsafe, improper,
inadequate or insufficient, the commission shall determine the
just, reasonable, safe, proper, adequate or sufficient rules,
regulations, practices, equipment, appliances, facilities, service or methods to be observed, furnished, constructed, enforced or employed, and shall fix the same by its order, rule or
regulation The commission, after a hearing, shall prescribe
rules and regulations for the performance of any service or the
furnishing of any commodity of the character furnished or
supplied by any public utility, and on proper demand and
tender of rates such public utility shall furnish such commodity or render such service within the time and upon the
conditions provided in such rules
1953

_ _ _ _ _ _ _ _ _ _ _
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54-4-3. Repealed.

1996

54-4-4. Classification a n d fixing of rates after hearing.
(1) Whenever the commission shall find after a hearing that
the rates, fares, tolls, rentals, charges or classifications, or any
of them demanded, observed, charged or collected by any
public utility for any service or product or commodity, or in
connection therewith, including the rates or fares for excursion or commutation tickets, or t h a t the rules, regulations,
practices or contracts, or any of them, affecting such rates,
fares, tolls, rentals, charges or classifications, or any of them,
are unjust, unreasonable, discriminatory or preferential, or in
anywise in violation of any provisions of law, or t h a t such
rates, fares, tolls, rentals, charges or classifications are insufficient, the commission shall determine the just, reasonable or
sufficient rates, fares, tolls, rentals, charges, classifications,
rules, regulations, practices or contracts to be thereafter
observed and in force, and shall fix the same by order as
hereinafter provided
(2) The commission shall have power to investigate a single
rate, fare, toll, rental, charge, classification, rule, regulation,
contract or practice, or any number thereof, or the entire
schedule or schedules of rates, fares, tolls, rentals, charges,
classifications, rules, regulations, contracts a n d practices, or
any number thereof, of any public utility, and to establish,
after hearing, new rates, fares, tolls, rentals, charges, classi-

.

54-4-5,54-4-6. R e p e a l e d .
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54-4-8. Improvements, extensions, repairs — Regulations — Apportioning costs.
(1) Except a s provided under Section 54-3-8 1
(a) whenever t h e commission shall find t h a t additions,
extensions, repairs, or improvements to or changes in the
existing plant, equipment, apparatus, facilities, or other
physical property of any public utility or of any two or
more public utilities ought reasonably to be made, or that
a new structure or structures ought to be erected to
promote the security or convenience of its employees or
the public or in any way to secure adequate service or
facilities, the commission shall make and serve an order
directing that such additions, extensions, repairs, improvements, or changes be made or such structure or
structures be erected in the manner and within the time
specified in the order, and
(b) if any additions, extensions, repairs, improvements,
or changes, or any new structure or structures which the
commission has ordered to be erected, require joint action
by two or more public utilities, the commission shall
notify the public utilities that the additions, extensions,
repairs, improvements, or changes, or new structure or
structures have been ordered and shall be made at their
U~11 U „ , 0
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63-46b-ll

STATE AFFAIRS IN GENERAL

(e) a notice of the right to apply for reconsideration,
(f) a notice of any right to administrative or judicial review of the order available to aggrieved parties,
and
(g) the time limits applicable to any reconsideration or review
(2) The presiding officer may use the presiding officer's
experience, technical competence, and specialized knowledge to evaluate the evidence
(3) A finding of fact that was contested may not be
based solely on hearsay evidence unless t h a t evidence is
admissible under the Utah Rules of Evidence
(4) This section does not preclude the presiding officer
from issuing interim orders to
(a) notify the parties of further hearings,
(b) notify t h e parties of provisional rulings on a
portion of the issues presented, or
(c) otherwise provide for the fair and efficient conduct of the adjudicative proceeding
2001
63-46b-ll. Default.
(1) The presiding officer m a y enter an order of default
against a party if
(a) a party in an informal adjudicative proceeding fails
to participate in the adjudicative proceeding,
(b) a party to a formal adjudicative proceeding fails to
attend or participate in a properly scheduled hearing
after receiving proper notice, or
(c) a respondent in a formal adjudicative proceeding
fails to file a response under Section 63-46b-6
(2) An order of default shall include a statement of the
grounds for default and shall be mailed to all parties
(3) (a) A defaulted party may seek to have the agency set
aside the default order, and any order in the adjudicative
proceeding issued subsequent to the default order, by
following the procedures outlined in the U t a h Rules of
Civil Procedure
(b) A motion to set aside a default and any subsequent
order shall be made to the presiding officer
(c) A defaulted party may seek agency review under
Section 63-46b-12, or reconsideration under Section 6346b-13, only on the decision of the presiding officer on the
motion to set aside the default
(4) (a) In an adjudicative proceeding begun by the agency,
or in an adjudicative proceeding begun by a party t h a t has
other parties besides the party in default, the presiding
officer shall, after issuing t h e order of default, conduct any
further proceedings necessary to complete the adjudicative proceeding without the participation of the party in
default and shall determine all issues in the adjudicative
proceeding, including those affecting the defaulting party
(b) In an adjudicative proceeding t h a t has no parties
other t h a n the agency and the party in default, the
presiding officer shall, after issuing the order of default,
dismiss the proceeding
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63-46b-12. A g e n c y r e v i e w — P r o c e d u r e .
(1) (a) If a statute or the agency's rules permit parties to
any adjudicative proceeding to seek review of a n order by
the agency or by a superior agency, the aggrieved party
may file a written request for review within 30 days after
the issuance of the order with the person or entity
designated for t h a t purpose by the s t a t u t e or rule
(b) The request shall
(I) be signed by the party seeking review,
(II) state the grounds for review and the relief
requested,
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(111) state the date upon u hich it was mailed, and
(iv) be mailed to the presiding officer and to each
party
(2) (a) Within 15 days of the mailing date of the request for
review, or within the time period provided by agency rule
whichever is longer, any party may file a response with
the person designated by statute or rule to receive the
response
(b) The party who files a response under Subsection
(2)(a) shall mail a copy of the response to each of >he
parties and to the presiding offi< er
(3) If a statute or the agency s rules require review of an
order by the agency or a super 101 agency, the agency or
superior agency shall review the order withm a reasonable
time or within the time required by statute or the agen y's
rules
(4) To assist in review the agency or superior agency may
by order or rule permit the parties to file briefs or other
documents, or to conduct oral argument
(5) Notice of hearings on review shall be mailed to all
parties
(6) (a) Withm a reasonable time after the filing of my
response, other filings, or oral argument, or within the
time required by statute or applicable rules, the agenc/or
superior agency shall issue a written order on review
(b) The order on review shall be signed by the agency
head or by a person designated by the agency for ihat
purpose and shall be mailed to each party
(c) The order on review shall contain
(I) a designation of the statute or rule permitring
or requiring review,
(II) a statement of the issues reviewed,
(III) findings of fact as to each of the issues reviewed,
(iv) conclusions of law as to each of the is ues
reviewed,
(v) the reasons for the disposition,
(vi) whether the decision of the presiding ofnc ror
agency is to be affirmed, reversed, or modified and
whether all or any portion of the adjudicative proceeding is to be remanded
(vu) a notice of any right of further administr itive
reconsideration or judicial review available tc aggrieved parties, and
(vin) the time limits applicable to any appe 1 or
review
2001

63-46b-13. Agency review — Reconsideration.
(1) (a) Within 20 days after the date that an order is issued I
for which review by the agency or by a superior agencyj
under Section 63 46b 12 is unavailable, and if the order
would otherwise constitute final agency action, any party
may file a written request for reconsideration with the 1
agency, stating the specific grounds upon which relief is j
requested
(b) Unless otherwise provided by statute, the filing of
the request is not a prerequisite for seeking ju licial
review of the order
(2) The request for reconsideral ion shall be filed with the
agency and one copy shall be mailed to each party b/ the
person making the request
(3) (a) The agency head, or a person designated foi that
purpose, shall issue a written order granting the re }uest
or denying the request
(b) If the agency head or the person designated for that
purpose does not issue an order within 20 days aft r tn
filing of the request, the request for reconsideration shall
2
be considered to be denied
\
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appropriate appellate court in the form required by the
appellate rules of the appropriate appellate court.
(b) The appellate rules of the appropriate appellate
court shall govern all additional filings and proceedings in
the appellate court.
(3) The contents, transmittal, and filing of the agency's
record for judicial review of formal adjudicative proceedings
are governed by the Utah Rules ofAppellate Procedure, except
that:
(a) all parties to the review proceedings may stipulate
to shorten, summarize, or organize the record;
(b) the appellate court may tax the cost of preparing
>b-15. J u d i c i a l r e v i e w — Informal adjudicative
transcripts and copies for the record:
proceedings.
(i) against a party who unreasonably refuses to
(a) The district courts have jurisdiction to review by
stipulate to shorten, summarize, or organize the
rial de novo all final agency actions resulting from
record; or
nformal adjudicative proceedings, except that the juve(ii) according to any other provision of law.
nile courts have jurisdiction over all state agency actions T (4) The appellate court shall grant relief only if, on the basis j
relating to:
lof the agency's record, it determines that a person seeking I
(i) the removal or placement of children in state (judicial review h a s been substantially prejudiced by any of the I
custody;
[following:
I
(ii) the support of children under Subsection
(a) the agency action, or the statute or rule on which
(l)(a)(i) as determined administratively under Sec- I
the agency action is based, is unconstitutional on its face
tion 78-3a-906; and
I
or as applied;
(iii) substantiated findings of abuse or neglect I
(b) the agency has acted beyond the jurisdiction con- I
made by the Division of Child and Family Services, I
ferred by any statute;
I
after an evidentiary hearing,
I
(c) the agency has not decided all of the issues requir- I
(b) Venue for judicial review of informal adjudicative I
ing resolution;
j
proceedings shall be as provided in the statute governing
(d) the agency has erroneously interpreted or applied I
the agency or, in the absence of such a venue provision, in
I
the law;
I
the county where the petitioner resides or maintains the
I
(e) the agency has engaged in an unlawful procedure or I
petitioner's principal place of business.
decision-making process, or has failed to follow prescribed I
) (a) The petition for judicial review of informal adjudi- I
procedure;
I
cative proceedings shall be a complaint governed by t h e I
I
(f) the persons taking the agency action were illegally 1
Utah Rules of Civil Procedure and shall include:
constituted as a decision-making body or were subject to I
(i) the name and mailing address of the party
I
disqualification;
1
seeking judicial review;
(g) the agency action is based upon a determination of I
(ii) the name and mailing address of the respon- 1
dent agency;
I
fact, made or implied by the agency, t h a t is not supported ]
(iii) the title and date of the final agency action to I
by substantial evidence when viewed in light of the whole I
be reviewed, together with a copy, summary, or brief I
record before the court;
1
description of t h e agency action;
J
(h) the agency action is:
(iv) identification of the persons who were parties j
(i) an abuse of the discretion delegated to the I
in the informal adjudicative proceedings that led to I
agency by statute;
I
the agency action;
j
(ii) contrary to a rule of the agency;
j
(v) a copy of the written agency order from the J
(iii) contrary to the agency's prior practice, unless I
informal proceeding;
j
the agency justifies the inconsistency by giving facts |
(vi) facts demonstrating
that the party seeking J
and reasons that demonstrate a fair and rational j
judicial review is entitled to obtain judicial review;
J
basis for the inconsistency; or
I
(vii) a request for relief, specifying the type and 1
(iv) otherwise arbitrary or capricious.
1988 I
extent of relief requested, and
]
(viii) a statement of the reasons why the petitioner ]63-46b-17. Judicial r e v i e w — T y p e of relief.
I (1) (a) In either the review of informal adjudicative prois entitled to relief,
ceedings by the district court or the review of formal
(b) All additional pleadings and proceedings in the J
adjudicative proceedings by an appellate court, the court
district court are governed by the Utah Rules of Civil J
I
may award damages or compensation only to the extent
Procedure.
expressly authorized by statute.
3) (a) The district court, without a jury, shall determine all J
questions of fact and law and any constitutional issue I
(b) In granting relief, the court may:
presented in the pleadings.
j
(1) order agency action required by law;
(b) The Utah Rules of Evidence apply in judicial pro- J
(ii) order the agency to exercise its discretion as
ceedings under this section
2001 I
required by law;
(iii) set aside or modify agency action;
-46b 16- J u d i c i a l r e v i e w — F o r m a l a d j u d i c a t i v e p r o - I
I
(iv) enjoin or stay the effective date of agency
ceedings.
action; or
|
(1) As provided by statute, the Supreme Court or the Court I
(v) remand the matter to the agency for further i
Appeals has jurisdiction to review ail final agency action I
I
proceedings.
suiting from formal adjudicative proceedings.
(2) (a) To seek judicial review of final agency action result- I (2) Decisions on petitions for judicial review of final agency j
ing from formal adjudicative proceedings, the petitioner {action are reviewable by a higher court, if authorized by
I**?
<ihf»H filp a oetition for review of agency action with the [statute.
(ii) exhaustion of remedies would result in irreparable harm disproportionate to the public benefit
derived from requiring exhaustion,
(a) A party shall file a petition for judicial review of final
gency action within 30 days after the date t h a t the order
onstituting t h e final agency action is issued or is considred to have been issued under Subsection 63-46b3(3Xb).
(b) The petition shall name t h e agency and all other
ippropriate parties as respondents and shall meet the
orm requirements specified in this chapter.
1988
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b. Exhibits shall be premarked, by the offering party, in t h e
upper right corner of each page by identifying the party, the
witness, docket number, and a number reflecting the order in
which t h e offering party will introduce the exhibit.
c. Exhibits shall conform to the format described in R746100-3(C) and be double sided and three-hole punched. They
shall also be adequately footnoted and if appropriate, accompanied by either narrative or testimony which adequately
explains the following: Explicit and detailed sources of the
information contained in the exhibit; methods used in statistical compilations, including explanations and justifications;
assumptions, estimates and judgments, together with the
bases, justifications and results; formulas or algorithms used
for calculations, together with explanations of inputs or variables used in t h e calculations. An exhibits offered by a witness
shall also be presented as electronic document, an exact copy
of the paper version, filed on a 3-1/2" floppy disk, using a
format previously approved by the Commission.
3. Administrative notice — The presiding officer may take
administrative or official notice of a m a t t e r in conformance
with Section 63-46b-8(l)(b)(iv).
4. Stipulations — Participants in a proceeding may stipulate to relevant matters of fact or the authenticity of relevant
documents. Stipulations may be received in evidence, and if
received, are binding on the participants with respect to any
matter stipulated. Stipulations may be written or made orally
at the hearing.
5. Settlements —
a. Cases may be resolved by a settlement of the parties if
approved by the Commission. Issues so resolved are not
binding precedent in future cases involving similar issues.
b. Before accepting an offer of settlement, the Commission
may require t h e parties offering the settlement to show t h a t
each party h a s been notified of, and allowed to participate in,
settlement negotiations. Parties not adhering to settlement
agreements shall be entitled to oppose the agreements in a
m a n n e r directed by the Commission.
G. Prefiled Testimony — If a witness's testimony h a s been
reduced to writing and filed with the Commission before the
hearing, in conformance with R746-100-3(C), a t the discretion
of the Commission, the testimony may be placed on the record
without being read into the record; if adverse parties shall
have been served with, or otherwise have had access to, the
prefiled, written testimony for a reasonable time before it is
presented. Except upon a finding of good cause, a reasonable
amount of time shall be at least ten days. The testimony shall
have line numbers inserted at the left margin and shall be
authenticated by affidavit of the witness. If admitted, the
testimony shall be marked and incorporated into the record as
an exhibit. Parties shall have full opportunity to cross-examine the witness on the testimony. Unless the Commission
orders otherwise, parties shall have witnesses present summaries of prefiled testimony orally at the hearing. Witnesses
shall reduce their summaries to writing and either file them
with their prefiled testimony or deliver them to parties of
record before or at the hearing. At the hearing, witnesses shall
read their summaries into the record. Opposing parties may
cross-examine both on the original prefiled testimony and the
summaries.
H. Rate Case Joint Exhibits — Both narrative and numerical joint exhibits, detailing each party's position on each issue,
shall be filed with the Commission before the hearing. These
joint exhibits shall:
a. be updated throughout t h e hearing;
b. depict the final positions of each party on each issue at the
end of t h e hearing, and
c. be in conformance with R746-100-3(C).
I. Recording of Hearing and Transcript — Hearings shall be

R746-100-13

in non-contested matters, or by agreement of the parties,
hearings may be recorded electronically.
J. Order of Presentation of Evidence — Unless the presiding
officer orders otherwise, applicants or petitioners, including
petitioners for a n order to show cause, shall first present their
case in chief, followed by other parties, in the order designated
by the presiding officer, followed by t h e proposing party's
rebuttal.
K. Cross-Examination — The Commission may require
written cross-examination and may limit the time given
parties to present evidence and cross-examine witnesses. The
presiding officer may exclude friendly cross-examination. The
Commission discourages and may prohibit parties from making their cases through cross-examination.
L. Procedure at Conclusion of Hearing — At the conclusion
of proceedings, t h e presiding officer may direct a p a r t y to
submit written proposed findings of fact and conclusions of
law. The presiding officer may order proposed findings and
conclusions in other matters as judged appropriate. The
presiding officer may also order parties to present further
matter in the form of oral argument or written memoranda.
R746-100-11. D e c i s i o n s and Orders.
A. Generally — Decisions and orders may be drafted by the
Commission or by parties as the Commission may direct.
Draft or proposed orders shall contain a heading similar to
t h a t of pleadings and bear at the top the name, address, and
telephone number of t h e persons preparing them. Final orders
shall have a concise summary of the case containing the
salient facts, the issues considered by the Commission, and
the Commission's disposition of them. Parties preparing final
orders shall be responsible for preparing and filing t h e abstract
B. Recommended Orders — If a case has been heard by less
t h a n the full Commission, or by an adroinistrative law judge,
the official hearing the case shall submit to the Commission a
recommended report containing proposed findings of fact,
conclusions of law, and an order based thereon.
C. Final Orders of Commission — If a case has been heard
by t h e full Commission, it shall confer following the hearing.
Upon reaching its decision, the Commission shall draft or
direct the drafting of a report and order, which upon signature
of at least two Commissioners shall become the order of the
Commission. Dissenting and concurring opinions of individual
commissioners may be filed with the order of the Commission.
D Deliberations — Deliberations of the Commission shall
be m closed chambers.
E. Effective Date — Copies of the Commission's final report
and order shall be served upon the parties of record. Orders
shall be effective the date of issuance unless otherwise stated
in the order. Upon petition of a party, and for good cause
shown, the Commission may extend the time for compliance

irori in <m prfter,
F. Review or Rehearing — Petitions for review or rehearing
shall be filed within 20 days of the issuance date of t h e ord^r
in accordance with Section 63-46b-13 and served on other
parties of record. Following the filing of a petition for review,
opposing parties may file responsive memoranda or pleadings
within 10 days. Other proceedings on review shall be in
accordance with Section 54-7-17.
R746-100-12. Appeals.
Appeals from final orders of the Commission shall be to a
court of appropriate jurisdiction.
R746-100-13. E x P a r t e C o m m u n i c a t i o n s .
A Ex P a r t e Communications Prohibited — To avoid prejudice, real or perceived, to the pubhc interest and persons
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PROCEDURAL HISTORY
On November 25, 1998, Questar Gas Company (QGC or Company) filed an
application which sought Commission approval of a gas processing contract with Questar
Transportation Services Company, an unregulated subsidiary of Questar Pipeline Company.
Questar Pipeline Company is an affiliate of QGC. The application also sought authorization to
include the costs incurred pursuant to the contract in QGC's 191 Gas Cost Balancing account.
By Memorandum submitted December 10, 1998, the Division of Public Utilities
(Division) raised concerns about the processing plant arrangement and QGC's proposal to accord
191 Account pass-through treatment to the affiliate's processing plant expenses. The
Commission set the procedural schedule by Scheduling Order issued February 3, 1999.
Intervening requests by the parties caused numerous modifications to the procedural schedule.
The Committee of Consumer Services (Committee), the Division, and QGC filed the direct and
rebuttal testimony of their witnesses. The Committee and the Division filed a Motion for
Summary Judgment in May, 1999. QGC opposed the Motion. After receipt of the parties'legal
memoranda, the Commission denied the Motion for Summary Judgment without prejudice.
Hearings were held June 22 and 23, 1999. Post-hearing briefs were filed in September. Final
reply briefs were filed September 30, 1999.
DISCUSSION, FINDINGS, AND CONCLUSIONS
QGC asserts that the BTU content of natural gas delivered from interstate
pipelines to QGC's distribution system has declined and continues to decline from a historical,
relatively high BTU content gas. QGC states that this decline is due to four changes: (1) federal
regulatory policies which encourage open access on pipelines, (2) increased pipeline
interconnection, (3) technology which permits development of gas sources having relatively lower
BTU content, and (4) processing plants which remove higher BTU hydrocarbons from gas
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streams for sale in markets other than the natural gas market. While the natural gas acquired by
QGC and delivered through the interstate pipeline transportation system may be of sufficient BTU
content for QGC's needs, the QGC gas becomes diluted by being intermixed with the natural gas,
apparently of lesser BTU content, of other entities transporting gas on the interstate pipeline.
Due to the declining BTU content of the gas actually delivered to QGC's distribution system,
QGC has recommended that its customers set their appliances to operate with lower BTU gas.
As an interim measure, QGC proposes to address the decline in BTU content of gas delivered to
QGC's distribution system by placing a C0 2 removal plant (processing plant) between QGC's
distribution system and the delivering pipeline. The processing plant is to be built, owned and
operated by Questar Transportation Services Company. QGC and Questar Transportation
Services Company have entered into a contract containing the terms and conditions by which
Questar Transportation Services Company will perform C0 2 removal services and receive
compensation for the services rendered. In the Application, estimated costs for the processing
plant's operations are $7,500,000 to $8,500,000 per year.
The Division and the Committee essentially argue that this is a straight-forward
application by QGC to obtain an increase in rates to recover expenses associated with the
processing plant, through the operation of what has been called the pass-through statute, U.C.A.
§54-7-12(3)(d)(i). The Division and the Committee argue that QGC's request should be denied
because the rate increase is not "based upon an increased cost to the utility for fuel or energy
purchased or obtained from independent contractors, other independent suppliers, or any supplier
whose prices are regulated by a governmental agency . . . ." U.C.A. §54-7-12(3)(d)(i). We agree
that the expenses associated with the processing plant do not fit within the language of the passthrough statute. The expenses QGC proposes to recover are not due to an increased cost for fuel
or energy, do not derive from an independent contractor/supplier, and are not regulated by any
governmental agency. They are not the kind of expenses the pass-through statute is intended to
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According to QGC, the Commission is not limited to approving recovery of the
processing plant expenses in pass-through proceedings or general rate cases only. QGC argues
that additional means of adjusting rates to recover the processing plant expenses are available to
the Commission through its general regulatory authority. "As long as the Commission is dealing
with its legislatively created primary functions such as utility rate-making, it may employ a variety
of means in doing so as long as certain minimum standards are met." QGC Post-hearing Brief,
page 26. In support of its position, QGC cites Utah Dept. of Business Reg, v. Public Ser.
Comm % 614 P.2d 1242 (Utah 1980) ("Wage case") and Division of Public Utilities v. Public
Ser. Comm % 720 P.2d 420 (Utah 1986) ("EBA case").
Quoting from the EBA case, QGC recites that "the EB A order was promulgated
under the Commission's ample general power to fix rates and establish accounting procedures."
QGC Post-hearing Brief, page 25. Implicit in the argument is that this "ample general power to
fix rates and establish accounting procedures" allows the Commission to permit QGC to recover
the processing plant expenses as proposed.
The EBA case dealt with a Commission approved adjustment made to Utah Power
and Light Company's Energy Balancing Account (EBA), which allowed Utah Power and Light to
account for a portion of certain revenues, previously recorded in the EBA, as general revenues (to
make up a shortfall in general revenues). The Court ruled that the adjustment "to tap the EBA to
make up for a general revenue shortfall [violated] the proscription against retroactive rate
making." EBA case, supra, at 423. The EBA had been established to account for a variety of
expenses and revenues whose levels or amounts fluctuated widely and, correspondingly, were
difficult to set in the context of rate making in a general rate case. The Commission had used the
EBA to make periodic rate adjustments, outside of general rate cases, to accountfiDrthe varying
levels of the EBA items occurring over time. In the EBA case, the Commission had justified the
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use and operation of the EBA as an implementation of the then applicable pass-through statute.
The Court dismissed the Commission's argument as not supporting the adjustment approved by
the Commission. The Court does note, however, that the proffered justification of the EBA, as
implementing the pass-through statute, "seems farfetched." Id, fn.4.
While we understand QGC is trying to use the EBA case to avoid the argument of
the Division and the Committee, we do not give it much weight as support for approval of QGC's
application. We do not dispute the Court's comment concerning our power to fix rates and to set
accounting practices, but rely on the other case referenced by QGC, the Wage case, to establish
that when we do change rates we must follow procedures which ensure rates will be just and
reasonable.
QGC's position is that the Wage case ruling clearly allows rates to be changed
outside of a general rate case. QGC's argument before the Commission in the present Docket
appears to be identical to the argument that QGC (then Mountain Fuel) made before the Utah
Supreme Court in the Wage case. "Mountain Fuel urges the Public Utilities Act does not mandate
any particular type of proceeding in a rate making hearing." Wage case, supra, at 1247. The
Wage case arose when the Commission approved a rate increase to recover an increase in wage
expenses in a separate proceeding subsequent to a general rate case. The Court's opinion
discusses changes in U.C.A. §54-7-12, noting that prior to amendment, no utility could increase
rates in any circumstance without, essentially, having a general rate case. The Court notes that
amendments, identified in the opinion, made a departure by allowing rates to be increased for fuel
cost increases as well. Id, at 1247, 1248. In its decision, the Court makes reference to an
"abbreviated proceeding to adjust a utility rate or charge." Id, at 1249, 1250. It is not clear
whether the Court's use of "abbreviated proceeding" is a reference to a proceeding to deal with
fuel cost changes or another proceeding (in addition to a general rate case and a fuel cost or passthrough type of proceeding).
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separate and apart from rate changes which occur from a general rate case or a pass-through
proceeding. We do so because the Court uses the term in the context of changing rates outside of
a general rate case, but for changes that are not limited solely to changes in fuel costs.1
The Wage case allows rate changes in an "abbreviated proceeding." But any rate
change from such a proceeding must still be a just and reasonable rate. Wage case, supra, at
1250. This is the actual holding of the Wage case: whatever the procedure by which rates are
changed, the utility still has the burden of establishing that the rates will be just and reasonable.
Applying the Court's analysis to the present proceeding, we conclude that QGC has failed to
support its current application to adjust rates to recover the expenses associated with the
processing plant.
To be entitled to a rate adjustment, Mountain Fuel had the burden
to prove the [processing plant expenses] increase constituted an
extraordinary expense, e.g., disproportionate in relation to
anticipated expenses and gross revenues. Whether the [processing
plant expense] increase was extraordinary would depend on
whether the evidence indicated there had been any adjustments in
reference to productivity or efficiency gains, or whether this single
expense item was offset by other factors in the company's
operations, or both. The applicant should project any anticipated
increase in revenues resulting from new hook-ups or increased
consumption in evaluating productivity. . . . To be entitled to an
adjustment for increased [processing plant] expense[s] the applicant
must sustain its evidentiary burden to establish these [processing
plant] increases will not be offset by productivity and increased
sales.
Id, at 1249.

1

For the purposes of our ruling in this order, we do not consider whether subsequent changes to U.C.A.
§54-7-12 affect the Court's discussion in the Wage case on the types of proceedings by which rates may be
changed.
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proceeding," to determine whether the proposed rate change which QGC seeks in its application
is just and reasonable, was not presented We conclude that the process to determine whether a
rate change proposed in an "abbreviated proceeding" is just and reasonable is functionally
equivalent to the process followed in a general rate case It requires the appropriate matching of
changes that support an increase in rates with changes that support a reduction in rates In
support of its application, QGC presents evidence only with respect to the processing plant
expenses No other evidence is presented of changes "in reference to productivity or efficiency
gains, or whether this single expense item was offset by other factors in the company's operations,
or both " The Wage case states that it is QGC's burden to establish that it is entitled to rate relief
in consideration of all relevant factors, not for others to prove the contrary Id, at 1245 2
We also reject QGC's application to the extent that it requests a modification of
our current 191 Account pass-through proceedings into Wage case abbreviated proceedings by
which rate changes could be made in the future In reviewing the type of evidence which the Utah
Supreme Court says is necessary to establish that rates resulting from an abbreviated proceeding
are just and reasonable, we conclude that the procedural approach for an abbreviated proceeding
is fundamentally at odds with the purpose of a pass-through proceeding We have used QGC's
191 Account pass-through proceedings to make, relatively quickly, rate changes for variances in
QGC's fuel expenses (including Wexpro stipulation expenses) pursuant to U C A §54-7-12(3)(d),
Utah's pass-through statute As noted in the Wage case, the purpose of pass-through proceedings
is to be able to quickly implement interim rates and final rates in a very short period of time We
anticipate that if we were to convert QGC's 191 Account pass-through proceedings into
abbreviated proceedings, the process to establish the necessary evidentiary support for a finding of

2

QGC also must meet an additional burden because of the affiliate relation with Questar Transportation
Services Company US West Communications v Utah PSC, 901 P 2d 270 (Utah 1995)
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requirements. We would lose the ability to use the pass-through procedure to achieve a passthrough5 s intended purpose.
In rejecting QGC's request to convert 191 Account pass-through proceedings into
abbreviated proceedings and concluding that QGC failed to adequately support its request for rate
changes to recover processing plant expenses, it is important to note what we have not
determined in this Order. We do not intend, by this Order, to make any judgment on the issues
of whether QGC's decision to enter into the agreement with Questar Transportation Services
Company was prudent, whether the terms of the agreement are reasonable, or whether the
expenses incurred under the agreement are legitimate and reasonable utility expenses that may be
recovered from utility customers. Our decision not to make any rate changes is due to the failure
to present Utah Supreme Court identified evidence that could be used to support a finding that
the resulting rates would be just and reasonable, even assuming that the processing plant expenses
are prudent and reasonable utility expenses.
While QGC presents some evidence intended to address the prudence of entering
into the contract and the reasonableness of its terms, the Division and the Committee maintain
that these proceedings are not a prudence review and the Commission should not address the
reasonableness of the terms. The prudence and reasonableness issues are purposely not resolved
by this Order.
We also note that QGC states that the expenses associated with the processing
plant are recorded in Account 813, one of the accounts that make up Account 191. Because we
refuse to modify 191 Account pass-through proceedings to account for processing plant expenses,
we require QGC to segregate processing plant expenses so that 191 Account pass-through
proceeding rate adjustments will not be affected by the entry of processing plant expenses in
Account 813.
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Wherefore, based upon our consideration of the evidence submitted and argument
made, we deny Questar Gas Company's Application,filedNovember 25, 1998.
DATED at Salt Lake City, Utah, this 3rd day of December, 1999.

—•

—--—-jr—p~—7—/

-• {j

^N

Stephen F/Mecham, Chairman

Constance B. White, Commissioner

Clark D. JonevCommissioner
Attest:
— ±*
'*>7.^£'£~<<^
^

Julie Orchard
Commission Secretary
ss#18826

Addendum E

- BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH -

In the Matter of the Investigation of the Creation of a
HOLDING COMPANY (QUESTAR) By
MOUNTAIN FUEL SUPPLY COMPANY
and Its Effects on Its Utah
Jurisdictional Ratepayers and
on Utah's Regulation of MOUNTAIN
FUEL, the HOLDING COMPANY
(QUESTAR) and Their Affiliates,
Subsidiaries, etc.

CASE NO. 84-057-10
ORDER

ISSUED;

October 1, 1984

Appearances:
Edward W. Clyde, Esq,
Steven W. Snarr, Esq,
Ray Groussman, Esq,

For

Mountain Fuel Supply
Company

Craig R. Rich,
Assistant Attorney
General

Division of Public
Utilities, Department of
Business Regulation,
State of Utah

Patrick J. Oshie,
Assistant Attorney
General

Committee of Consumer
Services

By the Commission:
On

or

about

August

23,

1984, Mountain

Fuel

Supply

Company notified the Public Service Commission and other entities
involved

in

intentions

the
to

utility

create

company explained

a

regulatory
holding

process, of

company

called

company's

the

Questar.

that it proposed to create a holding

The

company

and to establish it as a parent corporation for entities within
the existing Mountain Fuel corporate

family.

It was

explained

that in the event shareholders approved the proposal in a special
meeting held October 2, 1984, Questar Corporation, headquartered
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- 2 in Salt Lake City, would become owner of all Mountain Fuel common
stock.

This would be accomplished through the consumation of the

proposed agreement of reorganization and plan of merger described
in detail in the company's proxy statement/prospectus.

Existing

shareholders would then own shares of Questar stock.

Mountain

Fuel would then become

a Questar

subsidiary, operating

as a

natural gas utility, serving customers in central and northern
Utah and southwestern Wyoming.
After the plan to establish Questar as a new holding
company is implemented, the voting control of Entrada Industries,
currently a subsidiary of Mountain Fuel, would be transferred to
Questar.

It is anticipated that this would be accomplished by

means of a dividend of Entrada voting stock, at market value,
from Mountain Fuel to Questar.
two subsidiaries:

As a result, Questar would have

Mountain Fuel and Entrada.

Entrada1s princi-

pal subsidiaries would continue to be Mountain Fuel Resources,
Wexpro, Celsius, Questar Development Corporation, and Interstate
Brick.
On August 30, 1984, the Commission issued an order in
the above-entitled proceeding expressing concern about the effect
of the proposed

reorganization

on utility

ratepayers and the

ability of the Commission "to regulate the distribution utility
as the public interest demands11.

The Commission stated further,

"We must therefore examine all aspects of the question fully and
on our own motion hereby open an investigative docket for this
purpose".
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Commission

ordered

that Mountain

Fuel

and

other

interested parties file a statement with the Commission responding

to

specific

concerns

of

the Commission

identified

in

its

order and an attached summary of issues from a NARUC study (NARUC
1982 Report of the Ad hoc Committee on Utility Diversification,
Proceedings of the 94th Annual Convention and Regulatory Symposium,

NARUC,

November

8-11,

1982).

The

Commission

further

ordered that Mountain Fuel and other interested parties appear,
provide

a witness

to explain the parties1

or witnesses

state-

ments, and to respond to questions at a hearing held September
21, 1984,
Written statements were filed by Mountain Fuel and by
the Division of Public Utilities.
Hearings were held September 21 and 25, 1984 at which
the Commission received testimony of Witnesses Cash and Rose of
Mountain

Fuel,

and

Hanson

of

the Division, oral

argument

various legal memoranda and proposed orders of the parties.

and
Oral

argument and summations were heard September 27, 1984.
In both its written statement and in testimony presented before the Commission, Mountain Fuel stressed its reasons for
the proposed reorganization.

First, the Company stated that the

holding company format is common where various operating activities of an organization are segregated into separate, distinct
subunits.

The Company

stated

it was

an example

of a company

whose past organizational development has put it on a path which
has

lead

to

the

desirability

of

forming

a

holding

company.
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for Mountain

Fuel

stated

the

Company

has

long been

involved in nondistribution activities which have continued to
grow

over

time.

reorganization

This

occurred

into a holding

prior

company.

to

These

the

proposed

nondistribution

activities had been transferred to subsidiaries (some subject to
regulation

some not) of Mountain Fuel

(i.e., Entrada, Wexpro,

Celsius, Mountain Fuel Resources, Interstate Brick, and Questar
Development).
Second, the Company asserted equity capital can be more
easily

raised

company itself.

by

a holding

company

rather

than

the

utility

The Company asserted that investors are confused

to have equity financing for both distribution utility activities
and nondistribution activities raised by the parent organization
which-is a distribution utility.

In addition, Mountain Fuel and

its subsidiaries are presently restricted in the amount of longterm debt they may incur because of covenants in present indentures under which issues of Mountain Fuel debt have previously
been sold.

In the Company's view, holding company status will

remove the confusion in equity financing and relieve the ncnutility

subsidiaries of the restrictions associated with dis-

tribution company indentures.
Third, the proposed reorganization, in the Company's
view, is advantageous because it draws a clear line of demarcation between state-regulated utility activities and those activities not under state utility regulation.

This would provide
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investors and would eliminate shareholder and customer confusion
as to the particular

company

activities

that are

subject to

regulation.
Fourth, Mountain Fuel asserts that Questarfs articles
of incorporation

include provisions not currently in Mountain

Fuel's articles which protect the interest of shareholders by
increasing

the

likelihood

that

shareholder

investment

in the

event of takeover will be valued at fair market value.

These

provisions, in the Company's view afford an additional element of
security and protection

to shareholders.

They provide

for a

continuity of operations and stability for employees within the
corporate family, and help to maintain Questar as a Salt Lake
City based employer.

The Company further asserted that Questarfs

articles of incorporation would make it difficult for a company
taking over Questar to divest itself of the distribution utility
(a problem the Company acknowledged is a concern of the Utah
Public Service Commission).
Finally, Mountain

Fuel

asserts

that

under

the

new

Questar organization it will be easier to expand and engage in
nonutility, non-regulated business.

No explanation was given as to why current articles of
incorporation could not be amended to accomplish any or all of
the Company's goals.
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testimony to specific issues raised by the Commission.

Firstf

the Company stated that the reorganization itself should have no
impact on rates charged to retail natural gas customers in Utah
because Mountain Fuel will retain the advantages of existing low
cost debt and preferred stock.

There will be no transfer of

facilities, no change in rate base, no change in the approach to
establishing

the distribution

utility's

capital

structure, no

expected change in bond ratings, and no expected increase in the
cost of equity capital.

In addition, services Mountain Fuel will

receive from Questar, such as legal, planning and personnel, will
continue to be billed or allocated to the distribution utility in
a manner similar to the present corporate allocations.
Mountain Fuel asserted that there would be no effect on
Utah

regulation

as a result of

the creation

of the holding

company, because the Commission's statutory power and mandates
regarding the activities of public utilities in the State remain
the same and because the Company intends to provide information
necessary for the Commission to audit and regulate properly the
distribution

activities

of Mountain

Fuel.

Transactions

with

affiliates can be monitored with present Commission authority and
practices, and the cost of services and goods from affiliated
companies will not change as a result of the reorganization.
Mountain Fuel stated that the Wexpro Settlement and
Agreement

is a binding contract entered into by the Company,

Wexpro and various Utah and Wyoming interests.

The stipulation,
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drafted,

anticipated

that

corporate

alignment

may

change

over time and was structured to accommodate such changes without
the necessity of modifying the terms of the agreement.
In the
2
Company's view , the reorganization has no effect on the Wexpro
Stipulation and Agreement.
In addition, the Company stated that there would be no
significant changes in the working relationship Mountain Fuel has
had with other subsidiaries within the corporate organization.
Mountain
NARUC

study

successfully

by

Fuel responded

stating

that

to the

issues

the Commission

raised

had

with Mountain Fuel as a company

in the

already

dealt

involved both in

diversified ncndistribution activities as well as utility activities.

In the Company's view, no additional or different issues

concerning diversification occur because of the reorganization.
In

its

response

to

the

proceeding, the Division attempted

Commission's

Order

in

this

to 1) clarify the statutory

authority and the appropriate regulatory role of this Commission
in considering reorganization proposals; 2) evaluate the immediate

impact

on

ratepayers

of the proposal;

3)

identify

issues

which arise as a result of the operation of a utility within a
holding company structure with significant nonutility activities;
and 4) suggest means of minimizing difficulties in regulation of

The Division contacted the Wexpro monitors who informed them
that based on superficial analysis, they had "no reason to
disagree with the company's view.

CASE NO. 84-057-10
- 8 utility operations when part of a diversified nonutility corporate structure.
The Division took the position that decisions to pursue
diversification or holding company organization are appropriately
decision of management consistent with the best interests of the
corporate

entity.

The Division

asserted

that the

Commission

possesses requisite authority to either prohibit reorganization
or to require appropriate action to protect the public interest.
While

the

Division

took

the

position

that

the

Commission's jurisdictional authority over this reorganization is
ample

because

interest,

of

the

its

statutory

Division

reorganization

did

duty

not

to

protect

assert

that

the

the

public

proposed

is contrary to the public interest or that it

should be prevented.

The Division in its report agreed with

Mountain Fuel that the proposed reorganization was primarily one
of form and would have no immediate detrimental effect on either
the

adequacy

utility.

of

service

or

reasonableness

of

rates

of

the

The Division also agreed that the reorganization would

have no effect on the Wexpro Agreement (see footnote 2 ) .
A major thrust of the Division's report and testimony
was to point out additional risks to the utility opeiraticns owing
to

the

projected

expansion

of

nonutility

activities.

The

Division also expressed concern about the ability of regulators
to effectively review transactions and allocations between the
utility and affiliated companies.
hand,

concerns

about

the

ability

These included, on the one
of

regulators

to

obtain
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management to deal with potential conflicts of interest between
the distribution

activities

and

nonutility

activities

of the

corporate entities, the allocation of common costs, the nature of
the transactions between the affiliates, the financial relationship between the utility corporation and the nonutility holding
company,

and

the

effect

of

large, unsuccessful

ventures

by

nonutility subsidiaries on the financial condition or cost of
capital

for the utility

corporation.

The

Division

expressed

concern about retaining the benefits accrued to ratepayers under
the present organization (both historical and future) which is a
well-run, successfully diversified company.

At present, however,

the Division has no way to assess how the reorganization would
adversely affect those benefits.
Because these concerns related to future possibilities
rather

than

currently

existing

circumstances,

the

Division

recommended approval of the Company's proposed reorganization,
but recommended that the Commission clearly set forth in its
order guidelines intended to secure fairness in inter-corporate
transactions, to protect the financial viability of the utility
corporation and to preserve the Commission's ability to fully
regulate

the

utility

in

the

public

interest.

The

suggested the following guidelines:
1)
The holding company's employees, officials,
directors, or
agents
shall
be
available to testify before the Commission to
provide
information relevant to matters
within the jurisdiction of the Commission,

Division
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Division.

of

the

Commission

or

the

2)
Mountain Fuel shall furnish the Commission with quarterly and annual financial
statements of Questar.
3)
Goods and services provided
to the
utility corporation by the holding company or
its subsidiaries shall be on an "arms length"
basis and shall not exceed the market rate
for comparable goods and services, except as
otherwise governed by the Wexpro Stipulation
and Agreement.
4)
Cash
advances
made
to
the
utility
corporation by the holding company may not be
made at interest rates greater than that
currently paid on either the holding company's or the utility's principal bank borrowing, whichever is lower.
5)
The utility corporation shall not lend
funds to the holding company or other subsidiaries without Commission approval.
6)
Mountain Fuel shall submit for approval
all
dividends
declared
by
the
utility
corporation and by the holding company to the
Public Service Commission.
7)
The utility corporation shall not pay
cash dividends to its stockholders in excess
of 100% of its earnings available for payment
of dividends in its current fiscal year
without prior Commission approval.
8)
The utility corporation shall not redeem
any of its common stock without Commissicn
approval.
9)
The
utility
corporation
shall
not
transfer its assets to nor assume liabilities
of the holding company or its subsidiaries
without Commission approval.
10) The holding company shall maintain a
complete set of transactions and financial
records in Utah.

CASE NO. 84-057-10
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company may not divest
itself of the utility corporation's stock
without Commission approval.
12) The
utility
corporation
shall
not
transfer its utility debt to the holding
company without Commission approval.
The Committee of Consumer Services, claiming
did not desire to utilize its scarce resources on the

that it
subject

matter herein made no effort to present evidence or argument for
or

against

the proposed

reorganization

and

though

it was

not

exactly clear seemed to support the position of the Division.
The

Commission,

having

considered

the

evidence

and

legal argument and being fully advised to the premises, now makes
the following Findings of Fact and Conclusions of Law, together
with the Order based thereon pertaining to the matters at issue
in this proceeding.

FINDINGS OF FACT
1.

The proposed agreement of reorganization and plan

of merger by which Mountain Fuel would become a subsidiary of
Questar, a holding company, will be advantageous to shareholders
since the articles of incorporation of Questar include provisions
which will

discourage

possible

hostile

takeovers.

These

pro-

visions protect the interest of shareholders by increasing the
likelihood
over,

that shareholders

would

be

valued

at

investment, in the event of takefair

market

value.

Moreover,

the

reorganization is beneficial to shareholders because it facilitates

the

continued

expansion

of

nonutility

activities

by
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enhancing investor confidence by removing confusion present when
a utility corporation issues equity capital for both utility and
nonutility businesses.
2.

There may exist advantages also to the ratepayers

from this reorganization to the extent that acquisition of equity
capital is made easier or less costly as a result of the reorganization, as asserted by Mountain Fuel, or that the 'risk of
hostile takeover by an entity less able to ensure the protection
of the public interest is discouraged.

The Commission is aware

that these benefits have not been quantified, and may not be
achieved.
3.

The evidence presented by Mountain Fuel and the

Division indicate that there is no. immediate quantifiable effect
either detrimental or advantageous, on the rates of Mountain Fuel
Supply or on its ability to provide adequate service solely as a
result of the proposed reorganization.

The Division did not know

what the long-term impact would be but asserted the Commission
would have the regulatory authority in the future to protect the
ratepayersf interests.
4.

While the proposed reorganization will not have an

immediate impact on rates or service, it does pose additional
complications

for

regulators.

It

has

been

the

Commission's

experience that additional difficulties arise in the regulation
of public utilities when affiliated with nonutility operations.
The

proposed Mountain

Fuel Supply

reorganization

creates

the
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Because the Commission

must retain its ability, both jurisdictionally and practically,
to

regulate

public

utilities

effectively

and

in

the

public

interest, it is appropriate to consider and to act to minimize
any such difficulties that may result from diversified activities
and creation of a holding company.
5.
changes

the

Unsuccessful

Substantial involvement
risk

characteristics

nonutility

ventures

in nonutility

of
could

the

activities

corporate

severely

entity.

affect

the

holding company and ultimately the financial condition and cost
of capital for the utility corporation.

Additional complexities

are created in the obtaining of sufficient information to ensure
adequate and informed regulation.

Potential conflicts of inter-

est between affiliated entities grow as the operations of the
entity become more diverse, particularly as the entity shifts its
emphasis away from utility operations, requiring careful regulatory oversight of the utility operations.

Transactions and

allocations between affiliates create numerous opportunities for
unfair treatment and must be adequately reviewed by regulators.
The Commission finds it necessary and convenient to address these
general concerns and to ensure that approval of the reorganization will net inhibit its ability to regulate the utility
corporation.
6.

The Commission finds that the guidelines proposed

by the Division are a good "first step" in meeting our concerns
about

combined

holding

company

structure

and

diversified
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We find that such guidelines are of assistance in

protecting the financial integrity of the utility corporation,
ensuring fair dealings between affiliates and assisting in the
Commission's practical ability to regulate the utility corporation.

We find that the Division's recommended guidelines are

an appropriate minimal starting point upon which to condition our
approval.
7.

The Commission finds, as parties asserted, that it

is probable that the corporate reorganization and holding company
structure will not adversely affect ratepayers, at least in the
near term.
8.

The Commission finds that the long-term effect on

ratepayers is not ascertainable and for this reason as well as
those above stated will condition its approval on the minimum
standards set forth herein.
9.
minimum

The Commission finds that the key purpose of these

standards

is to maintain

the Commission's ability to

assess the impact of holding company management and decisions

on

the regulated utility subsidiary, and/or the impact the utility
subsidiary of being sold or separated from the holding company.
We further find that in order to assess impacts we must retain
the ability to hold hearings and assess evidence, and we must be
able to require action which will protect the ratepayers and the
public interest.
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1.

The role of utility regulation is to ensure that

management decisions do not impair the ability of the utility to
fulfill its statutory duties.

These may be summarized as the

duty to provide reliable, safe and adequate utility service at
just and reasonable rates.

To the extent the decision of a

utility company's managers may impair the efficient discharge of
its statutory duties, such decisions may be deemed adverse to the
public interest and corrective actions are appropriate within the
powers of this Commission. The Commission's role with respect
thereto

is

limited

but

important.

For

this

reason,

the

jurisdictional authority of the Commission is set forth below.
2.

The Utah Supreme Court has commented on the duty to

protect the public interest in cases of diversification.
Utah Department

of Administrative

Services v. Public

See

Service

Commission, ("Wexpro 11")/ 658 p.2d 601 (Utah 1983) and Committee
of Consumer Services v. Public Service Commission, ("Wexpro I"),
595 P.2d 871 (Utah 1979).

In Wexpro I, the Court stated:

(I)t is the duty of the public utility
corporation to operate in such a manner as to
give to the consumers the most favorable rate
reasonably possible. This duty stems from
the fact the State has conferred on the
utility the exclusive right to sell and
distribute gas.
As a consequence, the
utility bears a trust relationship to its
customers and must conduct its operations on
that basis and not as though it were engaged
in a private enterprise with no restrictions
as to its income.
595 P.2d at 874.

In clarification of this trust relationship,

Justice Oaks stated in Wexpro II:
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"trust
relationship to its customers/' 595 P. 2d at
874 and 876, have been productive of considerable
confusion.
The
single
judicial
authority cited for this reference unquestionably used those words not in the technical sense of property owned in trust for
another . . . .
That statement . . .
is
simply an expression of the utility's legal
responsibilities to make "just and reasonable" charges for its services and to assure
that those services are "in all respects
adequate, efficient, just and reasonable"
(Citation omitted)
This clarification is not intended to
minimize the extent of MFS's duties to its
customers.
Those duties are extensive, and
they are enforceable.
The Commission is
empowered to "supervise and regulate eve>ry
public utility in this state, and to supervise all of the business of every such public
utility," §54-4-1, including the fixing of
rates.
U.C.A., 1953, § 54-4-4.
We have
often said that the Commission is responsible
to exercise its statutory powers over utilities to assure "that the public receives the
most efficient and economical service possible."
(Citation omitted).
The fixing of
rates presupposes "efficient and economical
management."
(Citation omitted).
Although
the Commission is normally forbidden from
intruding into the management of a utility,
we have suggested that it can do so where
"the policy and consequent expenditure is
actuated by bad faith, or involves dishonesty, wastefulness, or gross inefficiency."
(Citation omitted). These powers are surely
sufficient for the Commission to ascertain
and correct wasteful or grossly inefficient
business practices by utilities in order to
enforce what Wexpro I referred to as " the
duty of a public utility corporation to
operate in such a manner as to give to the
consumers the most favorable rate reasonably
possible".
658 P.2d at 618.
Moreover,
recognized

the

on

issues

remand
involved

from

Wexpro

in utility

I,

the

Commission

diversification

and
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policy:
(T)he Commission recognizes the advantages
and disadvantages which may follow utility
investment in non-utility ventures. Some of
the problems which concern us are noted in
the 19 72 Report of the Ad Hoc Committee on
Non-Utility Investments - Diversification by
Utility Companies, of the National Association of Regulatory Utility Commissioners.
The Crucial question is whether diversification by public utilities poses a threat
to the basic investment-revenue cycle. For
now, only the most obvious aspects need be
noted. If utility resources are devoted to
non-utility operations, no major problem is
presented if either:
(1) The non-utility
enterprise is as profitable as the utility
enterprises; or (2) the non-utility enterprise is of insignificant scale in comparison
with the utility enterprise.
In either
event, utility revenues will support new
utility investments which will generate new
utility revenues to support new utility
revenues to support new utility investments,
in a continuing cycle. The utility's investors may gain some extra profits in the first
instance, and may sustain some losses in the
second instance, but the interest of the
public is not adversely affected in serious
degree in either case. On the other hand, if
the non-utility investment is both substantial and profitable, there is risk of disruption of the investment-revenue cycle. An
enterprise with a substantial and unprofitable non-utility operation has only two
options:
(1) it can increase revenues of
the utility business sufficient to cover the
losses on the non-utility business and
thereby maintain the flow of needed capital;
or (2) it can refuse to support the unprofitable non-utility operation by such a
subsidy from the utility operation which
would mean that the enterprise as a whole
would be unprofitable and unable to attract
capital on reasonable (or perhaps any) terms.
in

The end result is precisely the same as
those
situations
in
which
utility

CASE NO, 84-057-10
- 18 investments were diverted
to promoters1
pockets or utility revenues were diverted to
affiliated interest.
It should be noted
that even if
non-utility operations are profitable, there
may be political difficulties in retaining an
effective investment-revenue cycle.
Confronted with an enterprise with good overall
profitability (resulting from its non-utility
ventures), the public may be unusually
resistant to permitting rate increases, even
if they clearly are warranted by the investment and revenue requirements of the utility
operation.
An analogy is the apparent
expectation of consumers of some AT&T operating subsidiaries that the parent, through its
nationwide operations, should support losing
operations of the subsidiaries.
The Commission believes the utility
business of MFS is the cornerstone of its
operations; other activities must enhance and
not jeopardize that cornerstone. It is for
these reasons that the Commission is vitally
interested in company restructuring, which is
in effect diversification
or
functional
separation. We believe Utah statutes authorize Commission review of such proposals, and
the setting aside or modification of same, if
after a hearing, the scheme itself, or its
logical or intended consequences, are found
to be detrimental to the utility cornerstone
or injurious to the public interest.

In contrast to utility operations being the "cornerstone" of
operations, the record shows that Questar's projected (5 year)
capital investments will be more than 75% non-utility.
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the Commission's reasoning on jurisdiction as set for the above:
We find no error in the Commission's conclusions on these important jurisdictional
matters. (Citation omitted).
We therefore

conclude that the Commission possesses

requisite jurisdiction to approve, modify or prevent corporate
reorganizations which are found by the Commission to be detrimental to the public utility or injurious to the public interest.
In addition, the ability to protect the public interest is not
lost by approval of a reorganization.

We also conclude that even

after approval of reorganization, if subsequent operations are
found by the Commission to be detrimental to the utility or
injurious

to

the

authority

to

take

public

interest,

appropriate

the

action

to

Commission
protect

possesses
the

public

interest and the utility operations of the corporate entity.
Changes in corporate organization do not defeat the jurisdictional grant of authority to the Commission to regulate utilities in
the public interest.
3.

Based on the evidence and legal argument presented,

particularly testimony of Mr. Cash, Mr. Rose, and assertions by
Mr.

Clyde, we

conclude

that

the

reorganization

proposed

by

Mountain Fuel has no effect on the Wexpro Stipulation and Agreement.
4.
im/nediate

Because the evidence indicates that there is no

impact

upon

rates

or

the

quality

of

service, we
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that

the

proposed

reorganization

is

at

this

time

consistent with the public interest.
5.
subsequent

In order to ensure that the reorganization and

activities

necessary

to

utilities

to

the

remain

exercise

establish

in
of

the
our

guidelines

public

interest,

jurisdiction
intended

over

to

it

is

public

govern

the

relationship between the utility corporation and its affiliates,
including holding companies.

The Commission therefore concludes

that the guidelines suggested by the Division are an appropriate
minimum to assist in protecting the public interest and should
govern the relationship between Mountain Fuel and its affiliates,
including Questar.

Such guidelines are not unduly burdensome and

will assist in defining and determining reasonable intercorporate
dealings.
In addition to the Division!s suggested guidelines,

6.

the Commission concludes based on the record herein and en our
authority to set utility regulatory policy that the Division's
minimum guidelines should be revised and added to as set forth in
Paragraph II of our Order herein.
7.

We conclude that the guidelines

(as set forth in

Paragraph II, (10) of our Order) will enhance one of the major
purposes

of

this

reorganization:

the

prevention

of

hostile

takeovers.
8.
information
utilities

The Commission concludes that its power to obtain
necessary
is

not

for

the effective

affected

by

the

regulation
proposed

of

public

corporate
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The Commission's powers to obtain information

are set forth in § 54-7-4.5, Utah Code Ann. (1983 amendment), and
the Commission may thereunder require production by any company
of any documents or information relevant to any matter before the
Commission, whether

said documents or information are

in the

possession of Mountain Fuel or any other company.
9.

The

Commission

concludes

that

corporate

organization proposed has no affect on the ability of regulators
to review allocation of common cost between the utility and other
affiliates or to review the capital structure of the utility to
ensure

that

the

components

of

capital

remain

at

reasonable

levels.
ORDER
NOW, THEREFORE, IT IS HEREBY ORDERED, That:
I.

Mountain

Fuel

Supply

Company

is

authorized

to

proceed with the proposed reorganization as described herein and
in its proxy statement/prospectus filed with the Commission.
II.
Commission's
operations.
formal

This

approval

ongoing

ability

is expressly

conditioned

on the

to

the

utility

regulate

public

At a minimum, and subject to possible change when

rulemaking

is

concluded

concerning

"public

utilities,

holding companies, and affiliate interest", Commission approval
is conditioned on:
(1) The holding company (Questar) employees,
officials, directors, or agents shall be
available to testify before the Commission,
providing information relevant to matters
within the jurisdiction of the Commission
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Division.

of

the

Commission

or

the

(2) Mountain Fuel shall furnish the Commission with quarterly and annual financial
statements of Questar.
(3) Goods and
services provided
to the
utility corporation by the holding company
(Questar) or its subsidiaries shall be either
on a preferential basis or at a minimum on an
"arms length" basis and shall not exceed the
market
rate
for
comparable
goods
and
services, except as otherwise governed by the
Wexpro Stipulation and Agreement or approved
by the Commission.
(4) Cash
advances
made
to
the
utility
corporation (Mountain Fuel) by the holding
company (Questar) may not be made at interest
rates greater than that currently paid on
either the holding company's or the utility's
principal bank borrowing, whichever is lower
without approval by the Commission.
(5) The utility corporation (Mountain Fuel)
shall not lend funds to the holding company
(Questar)
or
other
subsidiaries
without
Commission approval.
(6) Mountain Fuel shall submit for approval
dividends, including the proposed dividending
of
Entrada,
declared
by
the
utility
corporation and shall report those declared
by the holding company
(Questar) to the
Commission.
(7) The utility corporation (Mountain Fuel)
shall not redeem any of its common stock
without Commission approval.
(8) The utility corporation (Mountain Fuel)
shall not transfer its assets to nor assume
liabilities of the holding company (Questar)
or
its
subsidiaries
without
Commission
approval.
(9) The holding
company
(Questar)
shall
maintain a complete set of transactions and
financial records in Utah.
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divest itself of the utility corporation
(Mountain Fuel) stock without
Commission
approval,
(11) The utility corporation (Mountain Fuel)
shall not transfer its utility debt to the
holding company (Questar) without Commission
approval.
(12) Mountain Fuel shall furnish the Commission
and
Division
Holding
Company's
(Questar) financial records, books or documents when requested.
(13) Any information relevant to any matter
before the Commission shall be made available
to the Division and Commission, whether in
the possession of Mountain Fuel, Questar or
any other affiliate.
(14) The Commission and Division shall have
access to review and analyze any allocation
of common cost between the utility corporation
(Mountain
Fuel)
and
the
holding
company (Questar) or its other affiliates.
These

regulatory

guidelines

are

an

expression

of

current Commission policy and not intended to be res judicata.
The guidelines may expand or contract after rulemaking.
DATED

at Salt Lake City, Utah, this

1st day

of October,

1984.

(SEAL)

Is!

Brent H. Cameron, Chairman

I si

David R. Irvine, Commissioner

I si

James M. Byrne, Commissioner

Attest:
Is/

Georgia B. Peterson, Secretary

Addendum F

Attachment 4
Gas Quality Team Minutes and Notes
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Gas Quality Team
April 25, 1997

Introduction of Team Members
Sponsor - Gary DeBernardi
Leader - Randy Zobell
George Schroeder
Randy Hamburger
Carolyn Horton
Dale Snow
Tom White
Mike Jaynes
Greg Paige
Larry Connolly
Meeting Times

?4&€S.

Jp^y?

Team Definition
Determine the operating and economic impact of the existing QPC gas quality
specifications with respect to interconnecting pipelines and the MFS and QPC systems and
suggest possible modifications to the specifications and other potential methods to deal with gas
quality issues. (Consider enforcement mitigation issues.)
Mission Discussion
Next Meeting Agenda
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CSF GAS QUALITY TEAM

Ideas to develop Mission Statement for CSF Gas Quality Team:
Issues:
1.

Are the gas quality specifications in our tariff consistent enough with those of
interconnecting pipelines and MFS such that deliveries are not curtailed due to not being
able to meet the gas quality specifications of others?

2.

What is the impact of conforming rigidly to our existing specs on our customers and the
system?

3.

What is the impact of developing new, more rigid or conforming gas quality specifications
on our customers and the system?

4.

What is the impact of all aspects of gas quality on MFS?

5.

What are the operational and economic impacts of changing our specs on QPC and MFS
systems?

6.

What can be done to insure gas quality throughout out the system?
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INTEROFFICE COMMUNICATION
QUESTAR PIPELINE COMPANY
FROM:

Carolyn A. Horton

TO:

Gas Quality Team

SUBJECT:

Notes from May 8, 1997, meeting
May 9, 1997

Attendees:
Randy Zobell, Mike Jaynes, Tom White, George Schroeder, Dale Snow, Carolyn
Horton, Larry Connelly, Greg Paige.
Items presented for review and discussion:
1)
Memo from George Schroeder to Susan Glassmann regarding changes in the Btu
of Natural Gas.
2)
Information regarding the user needs and code requirements as well as a copy of
the 1994 Uniform Mechanical Code.
Based on discussion regarding the decreasing Btu content of natural gas, the following
concerns, ideas and possible reasons for the problem resulted from the groups brain-storming
session:
1)
Decreasing system-wide Btu
2)
Altitude
3)
Pressure base
4)
Quality of gas from and to interconnecting pipelines
5)
Processing plants
6)
Quality varies by receipt point
7)
Issues vary by pipeline
8)
Measurement issues - i.e., liquids
9)
Rate case issues - Dth transportation
10)
Quality of gas / water, liquids, etc.
11)
Pipeline capacity and efficiency
12)
Safety and environmental
13)
LDC Btu zones and billing
14)
End-use customer product quality - customer satisfaction
15)
End-use customer safety (industrial and residential)
16)
Strategic planning - tactical planning budget
17)
Public relations
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18)
19)
20)
21)
22)
23)
24)
25)
26)
27)
28)

Operating costs over and above normal
Pipeline integrity
Upset conditions - how to deal with changed conditions
Changing conditions or supplies
Tariff language not strict enough
Mountain Fuel Supply gas-purchase locations
Storage gas - quality as well as measurement
Pipeline balancing
Gas through put
External influences - economics driving sale of liquids as well as gas pricing,
i.e., Chevron and Amoco
Customers and producers in same area

Other ideas:
1)
New service opportunities may be available and should be evaluated.
2)
Rule of thumb might be - if it affects our ability to serve the customer, we will
not accept the gas.
3)
Implementation of a blending fee to be charged when necessity warrants
off-spec gas being accepted onto the system.
4)
Cost comparisons between installation of processing plants and re-orificing all
MFS customer equipment and appliances may be appropriate.
5)
Consideration by the pipeline of different types of equipment to be used for
retrieving the "junk" out of the gas (filters, etc.).
Draft Goal Statement (will be presented to Nick's staff on August 1):
Provide recommendations for implementation that will enable the Questar Companies
to provide natural gas of consistent quality to each customer in the most efficient and
cost-effective manner.
In evaluating this goal statement we might want to think about the definition provided
for the Gas Quality team. That definition states: "Determine the operating and economic
impact of the existing QPC gas quality specifications with respect to interfacing with
interconnecting pipelines and the MFS and QPC systems and suggest possible modifications to
the specifications and other potential methods to deal with gas quality issues. (Consider
Enforcement Mitigation Issues).
Assignments:
1)
Provide (1) a comparison between interconnecting pipelines of gas quality specs
and (2) tariff language regarding CIG's blending service - Carolyn Horton.
2)
Review the above brain-storming list and provide ideas regarding each item Team.
3)
Consider the Goal Statement and provide ideas for improvement, etc. - Team.
Next meeting:
May 2/, 1997 - 1:30 to 3:30 p.m.

/? •
^/^M-6

,
£>£s&£^
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Gas Quality Team - Minutes
5/26/98
Gas Quality Area Solutions and Issues
Logan and North Evanston
1) J.W Allen - Manual Start-up
a) Noise Issues
b) Air Quality
2) Gas Supply
a) Gas Purchase - Whitney Canyon
b) Overthrust Back-haul
c) Combination of a) and b)
d) Northwest transportation to South Lake - Nominations denied
3) Sulfur issues related to supplies from Caner CreekAVhitney Canyon
** Need legal opinion on rapid turn around, i.e. noms out of cycle for Overthrust back-haul
Bird Cages

Issue of treatment of bird cage taps on mainline needs further research into the number of
taps and quality of gas at taps
Grgen River
Operating procedures with one line east to Nightingale
Price
i) Need on-iine chromatograph
2) Requires supply of processed gas (Carbon dioxide removal)
3) 1080 Btu set point for appliances

Additional Team Ideas for Gas Quality
1) Air Injection
2) Monitor other teams' work, i.e. New Business Development Team.
3) Tariff Task Force - Work on QPC tariff inerts and Btu.
4) ML 36 back flow
5) Contracts to leave Btus in gas
Next Meeting Discussion of Options and Recommendations
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Notes from May 28, 1998, Gas Quality team meeting:
Attendees:
Randy Zobell, Mike Jaynes, Tom White, George Schroeder, Dale Snow, Carolyn Horton,
Larry Connelly, Greg Paige
Goal statement:
A revised proposed goal statement is as follows:
(1) Define the current and projected gap between QPC gas quality and its
customer's needs.
(2) Recommend revised operating plans and recommendations that, when
implemented, will provide to each customer natural gas of acceptable quality in the
most efficient and cost-effective manner.
Part (1) will be accomplished through customer input; part (2) will be accomplished by
determining what QPC is able to provide and then recommending an operating plan that will
provide the option to either (1) achieve the required quality or (2) suggest changes, as necessary,
to industrial and consumer natural gas equipment. The costs applicable to each recommendation
will be necessary for evaluation.
Customers issues:
Customers such as MPS, interconnecting pipelines, regulator codes, industrial users and
QPC shippers all play a part in defining acceptable quality. In addition, it is to QPC's advantage
to keep the pipes clean.
Quality issues:
The following conditions affect gas quality - BTU content, specific gravity, contaminants
and liquids. Major problems affecting quality include stripping plants, increased use of coal seam
gas, gas specifications on interconnecting pipelines and MFS company-owned gas. Pressure also
affects the quality of service provided.
MFS's tariff does not address quality specifications. It was not until 1991 that the
decrease in BTU content became a noticeable problem.
Quality specifications:
The group will develop gas quality specifications for MFS (George will define MFS's
needs). Major industrial users such as Geneva, Amax, GSL, Kennecott, Ideal Cement and FMC
should be contacted to determine their actual needs.
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Gas Quality Team meeting
July 15,1997 Notes
Attendees:

Randy Zobell, Carolyn Horton, Mike Jaynes, George Schroeder, Dale Snow, Larry
Connelly and Randy Hamburger.

Short-term solutions from break-out team:
(1)
Ferron - Re-orificing of equipment in all towns, except Ferron and Clawson,
began on July 15. Twelve service techs have been assigned to this project. A letter to
explain the circumstances was mailed to each impacted customer. The service techs also
carried the letter for support in cases where the explanation was not received prior to their
contact. Work has not begun at Ferron and Clawson because the gas is higher in Btu
value at these two areas when the compressor is on. The Gas Quality team was asked to
decide whether or not re-orificing should occur in Ferron and Clawson.
(2)
Hyrum - MFS is purchasing gas from Chevron and/or deliveries from South Lake
to blend with the low Btu gas, which comes from the nitrogen plant. Dave Anderson has
drafted an emegency order as a fall back position.
(3)
Payson gate - During a presentation to Mr. Cash's staff regarding the current
situation, he suggested that MFS may need to re-orifice its entire system. Concerns
regarding the ML 40 shut down were discussed. The gas to the Payson gate during the
shut down will be River Gas which is low Btu coal-seam gas. It would be difficult to shut
down River Gas because the wells will fill with water and well recovery is a slow process.
If liquids are blended into the gas stream, Dale Snow said that Operations will need to
know how low we can go to inject liquids at Price (JL96 River Gas). This operation will
cost approximately $300,000 for 3 days.
Team report on assignments:
1.
George reiterated MFS needs as discussed during the intitial team meeting. MFS
needs a consistent gas supply. Corosion and condensation are the result of under-firing of
gas equipment and over-firing causes increased and unsafe amounts of carbon monoxide.
With a 1020 to 1120 Btu/scf pipeline basis (890-990 MFS basis), all equipment would be
OK. Bottom of the band - 980 at 14.73 psia - would require MFS to reorifice all
equipment.
Increased production of coal seam gas is expected.
2.
Carolyn distributed for discussion a gas quality comparison table, which included
various pipeline quality specifications. Randy Hamburger was asked to research QPC's
tariff to determine whether the amount of pure methane lower Btu gas we would allow is
consistent with the requirements of the tariff. George and Mike will look at this from the
MFS end.
QPC Operational Needs
Dale Snow explained that Questar cannot ship on Northwest at Red Wash because we do
not meet Northwest's hydrocarbon dew point standard. QPC's tariff allows for no pipeline
condensation. Northwest's tariff allows for no higher than -15° at a pressure up to 1,000 psig.
In the summer time (example 7/17/97), QPC was running at 25 to 30° with a flowing temperature
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of over 120°. The gas can be transported to Chevron's stripping plant and then on Northwest.
Questar could also consider requiring producers to install a separator or slug catcher to clean the
gas up before it goes into the system.
Discussion regarding reorificing needs at Ferron
Since the Ferron gas is hotter when the compressor is up - 1060 not blended - (gas on
JL44, north of Ferron was 985 on 7/15/97) the need to reorifice equipment in Ferron and
Clawson was considered. UBC requires that the orifices be set for maximum Btu
conditions - overfiring of equipment is not allowed. If gas at Ferron is set for 1010
pipeline gas, the atmospheric pressure would reduce it to 830. The following were some
of the suggestions discussed:
(a)

Shut down the Ferron compressor - If shut in, gas would feed back to
Ferron from ML 44. The question as to whether the Ferron gas is Section
29 gas was raised. If so, shutting in this gas would have pretty significant
tax ramifications.

(b)

Air injection as a means to lower the Btu content when the compressor is
running - This would require installation of air injectors as well as a
chromatograph for measurment.

(c)

Force compliance with the tariff quality inert specifications. Buzzard
Beach gas, which goes to Ferron, does not comply with tariff inert
specifications.

(d)

MFS source gas from Ferron wells on a constant basis.

The following comparison was evaluated:
Ferron orifices are set for 1085 now
Ferron wells = 1050 Btu
River Gas/Texaco = 985 Btu
Buzzard Bench = 1006
A River/Buzzard blend = 995
Ferron will be reorificed to 1050 Btu/scf, about 5% above the anticipated lowest Btu for
Ferron (995 Btu/scf).
Assignments:
(1) Randy, George and Mike - prepare analysis for QPC and MFS to determine whether
the amount of pure methane lower Btu gas we would allow is consistent with the inert
specifications in each company's tariff.
(2) Each member will review and consider the goal statement for refinement next week.
Next meeting
The team will meet in two weeks - tentatively set for July 30, 1997.
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GAS QUALITY TEAM MEETING
August 20, 1997
Attendees:

Randy Zobell, Carolyn Horton, Mike Jaynes, George Schroeder, Greg Paige, Ron
Jibson and Gary DeBernardi

The following gas quality proposals were discussed:
(1)
(2)
(3)

(4)
(5)
(6)
(7)
(8)
(9)

(10)

(11)
(12)

Parallel Kern River from Porter's Lane to Payson
Loop ML40/41 from JL44 to Fidlar
Partnership with producers to leave natural gas liquids in - Mountain Fuel would need to
negotiate with producers to leave liquids in - producers could receive payment for their
loss - this would not resolve the central-southern problem.
Evaluate cost of service gas production in IRP - Flowing more cost-of-service gas may
not resolve the problem due to commingling.
Transport on Kern River to Payson
Re-orifice MFS system - each call is now running about 3 hours rather than the one hour
anticipated.
Feeder line 4 - 33rd South to 13th west - and tie into Payson Gate. (Solution may be
short term)
Solution may be a combination of all items discussed above.
Another option might be to work with MAPCO to inject ethane or mix of propane and
ethane. We would need a firm commitment - the specific time the injection is required and
assurance that the mix would be injected at the correct points.
One major issue is gas out of coal seam and where it is going. Possibly close out Payson
Gate in the summer and force the gas east. This may help until Oak Springs compressors
are ready to go.
Re-orifice central and southern system and then split the system.
Parallel Clay Basin to Coalville.

Other discussion included:
Propane injection into system - (may be able to use ethane) higher CO2 better for ethane - 1%
CO2 better for propane.
$27 million in the budget has been set aside and could possibly be used to help resolve this
problem.
QPC gas is too hot for NWPL - this issue also needs to be resolved by the group.
QPC gas is too hot for NWPL and yet MFS is not receiving gas that is hot enough to service the
customer properly.
Pipeline may need to look at back hauls.
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The team must evaluate each issue - cost, time - decision will be made by upper management.
We need to determine overall effect of each idea - run various system scenarios.
We will need outside consultants.
Evaluate IRP plants - what facilities are available for what use. Might be accomplished through:
Engineering firms available to do analysis?
University MBA engineering project.
Plan Matrix people.
ML 40 / 1.4% propane injection = 1007 Btu
4% ethane injection into River Gas = 1020 Btu = stable
5% propane - same as 4% ethane
Will shoot for 3% propane on 9 mile injection - 30,000 gal a day - Btu content = 1030
Tentative schedule is as follows:
9/7 test run
9/8 begin propane injection and blow down ML 40 section (at 8:00 a.m. for lowering work.
9/9 continue ML 40 work at Nine Mile
9/10 complete both locations at Nine Mile and return ML 40 to service.
9/11 mobilize at JL 96 and set up for piping mods.
9/12 depressure JL 96 and accomplish mods and tap.
Assignments:
Randy - contact Don Lebar for list of possible firms to do studies
George - contact GRI for list of possible contractor
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GAS QUALITY TEAM MEETING
September 9, 1997
Attendees: Team members Randy Zobell, Carolyn Horton, Larry Connelly, Randy
Hamburger, Ron Jibson. Glen Watkins andTrent Rosvall also attended to discuss
Mountain Fuel's Integrated Resource Plan (IRP).
The low Btu problem was generally discussed. Possible solutions, such as requiring gas
processing plants to leave some of the liquids in, were discussed. Another option
pertained to resource gas. High nitrogen content drives the Btu down. QPC's tariff
requires 3% total inerts and 950 Btu. This is too low for Mountain Fuel's System. Kern
Rivers gas is 970 Btu. The high nitrogen gas off Overthrust will hit Hyrum. IfQPC
raises its Btu requirement, we would not be able to ship gas for anyone but MFS. We
would ultimately be a "gathering" system for MFS.
Discussion regarding IRP: D24 gas is MFS gas all year round - either stored or burned all processed. May specify the guality of gas in gas plan or require producers to provide a
specific quality. Whether or not the Hyrum problem would be solved by taking gas off at
South Lake was discussed. We must be able to justify South Lake gas vs. re-orificing.
From an IRP standpoint- Utah Public Service Commission would most likely challenge
the costs.
Another problem is that of available physical capacity as the Btu goes down. More
pipeline capacity would be required in order to flow the required additional amounts of
gas.
Ron Jibson presented the costs applicable to re-orificing of the Southern Region. The
total cost for that region was $5,284,909.75. The total cost for the Central Region is
$12,461,607.00. Since company employees are completely tied up with servicing our
customers at the present, additional help will be needed if re-orificing is done. The idea
of seeking help from other LDCs was discussed.
Although re-orificing may be answer, time is the problem. The preference to delay
re-orificing until we we unbundle, rather than now, was expressed. The pros and cons of
working with outside contractors was discussed. The idea of seeking assistance (similar
to that provided by MFS to the natural-gas company in Colorado Springs) was discussed.
The idea of actually hiring people for a year or so, providing the training and then sending
them on their way to do the work was also considered. This did not meet with much
enthusiasm.
It was decided that we needed to prepare costs for suggested system changes vs.
re-orificing, present that to Mr. Rose's staff and ultimately send it on up for resolution.
This presentation should include all reasons for the problem (gas processing by affiliate
companies), etc.
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It was also suggested that we need to check with Public Service Commissions of other
states to see what type of guidelines they are requiring, re orifices, etc.
Assignments:
Carolyn was assigned to research through the Internet, etc.information regarding other
LDCs that might have had the same problem. Also, Public Service Commission home
pages will be searched. Note: CAH did search the Internet for AGA information
regarding this problem, but none was available. Also, KN Energy information was
searched with no success. Further searches will be made.
Costs for previously suggested physical changes will be provided by Engineering.
Other companies resolution to this problem should be ascertained, if possible, through
AGA by George Schroeder.
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GAS QUALITY TEAM MEETING
September 25,1997
Attendees: Gary DeBernardi; Team members Randy Zobell, Carolyn Horton, Larry Connelly,
Randy Hamburger, Ron Jibson, George Schroeder, Mike.Jaynes, Greg Paige, Dale Snow. Don
Lebar and Kent Ryan represented Engineering.
The team has been asked to provide its findings to Nick's staff meeting the middle of October.
Kent Ryan presented several scenarios for discussion and consideration. Based on the
discussion, it was determined that the costs, pros, cons and other pertinent information regarding
each option will be presented. The following ideas will be considered for presentation once more
information is available.
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)
(11)
(12)

Porters lane to Payson (1999)
Isolate Utah County and re-orifice southern Utah and Utah county - 1 year minimum
ML 40 to 47 loop (1999)
ML40toFidlar(1999)
Liquid line to Drunkards Plant - (1999)
Kern River to Payson (1998) - Buying capacity on Kern River to meet Indianola South
requirement causes a problem with Drunkard's Wash as we may lose the blend.
Co2 Amine plant on Line 102 (20 inch) and JL 96 (12 inch) (1999)
Feeder Line 4 loop to Payson - operational issue?
Btu purchase / IRP - 1 year
$ 100 voucher - unbundling (3 years) - suggested by Glen Robinson
Re-orificing
Cut Drunkards Wash

Should discuss the cause of the gas quality problem.
Present short term and long-term solutions.
Ron Jibson suggested that we come up with a Btu so that MFS can start making adjustments
during their service visits. Generally expect 20,000 new customers (could take care of these) and
also adjust when regular customers are visited for other reasons. If QPC tariff does not change,
we will not see anything lower than 985 Btu - with a plus or minus 50 - could set at about 1020
or 1030. New adjusting furnaces (available in year 2000) will automatically adjust to Btu
content. MFS makes 60-70,000 calls each year - approximately 40,000 homes - adjustments now
would increase visit time - but would not take the 2.5 hours presently needed for current
re-orificing.
Next meeting has been scheduled for October 2 - 2:00 to 5:00 p.m.

00167

From:
To:
Date:
Subject:

Don Lebar
MFSD0M.MFS2P0(RonJi) , MFSDOM.MSLNPO (GeorgeS, KentR...
10/3/97 9:01am
Gas Quality Talk Outline -Reply

Randy, I know you are aware, but if we try to get some of the producers to
leave the heavier hydrocarbons in the gas delivered to QPC we'll need to make
sure somebody like UP at Yellow Creek doesn't process the gas. From what I can
see -- and I'm not as close to the problem as you folks - - w e need to work
with the plants closest to the gate stations first -- that would mean the
Overthrust area and the Yellow Creek plant processes gas from ML 36 and 4 8
coming down from the Overthrust area so we could lose what we've paid for (and
probably take a hosing from UP in the process!)
CC:

MFSDOM.MFS3PO(LarryC) , QPCDOM.QPC2PO (GaryD) ,

nnifta

Notes from December 3, 1997, Gas Quality Meeting
Attendees: Gary DeBernardi, Randy Zobell, Randy Hamburger, Greg Paige, Larry Connelly, Ron
Jibson, Mike Jaynes and Tom Yeager. Kent Ryan also participated in part of the meeting.
Gary briefed the team on his presentation to Mr. Rose last Wednesday regarding the scenario of
events reflecting ongoing activities that pertain to the resolution of the gas quality problem. This
presentation was to (1) assure Mr. Rose, and others, that the team is aware that re-orificing of the
system to resolve the gas quality issues is a long-term resolution and (2) explain that processes
geared at resolving the problem are already ongoing. I have a copy of Gary's overheads if you
would like one.
While it is understood that ali corrective measures should be taken prior to Coaiville, the
following ideas were set out as possible actions to be taken when gas quality problems occur at
various receipt points on the distribution system.
Hyrum Manage gas supply through back haul (Overthrust interconnect) and gas purchases. (Tina
recently purchased 10 million at Whitney Canyon for this purpose.)
Extension of 7F authority to Payson. (An emergency notice has been filed with the FERC.
Discussions were held with FERC staff members on December 3, 1997, in Washington
DC The outcome appears to be successful and positive.)
Cut back at Hyrum and bring gas through Coalville.
The team requested an engineering analysis of possible maximum flow through Hot
Springs with and without Allen Kent Ryan agreed to provide this analysis. Peak day
demands need to be considered in the analysis Kent mentioned that bypass of the
regulator station.(south of Logan) would drop the pressure a few pounds.
Emergency customer notification
Activate Mountain Fuel emergency curtailment plan
The team needs George's work on interchangeable studies on the Northern system (Mike
will get these )

Little Mountain Curtail high nitrogen gas
Shut in NRU
Isolate, blow down or blend
Basically, follow the emergency plan
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Payson/Southern Utah Emergency plan curtailment to bring load down.
Shut in Payson so you don't take inerts.
Maximize use of Kern River at Hunter Park.
Ask industrials (Amax, Geneva, etc.) to cut back voluntarily in order to eliminate
curtailment.
Combination of Hunter Park and maximizing flow at Little Mountain.
Request a study regarding what type of gas flow we can serve from the North.
Utilize Kern River.
Finalize Central tap line to Tuacon (engineering analysis may be needed). The tap to
Wecco is completed and permission needs to be received for completion at Tuacon. (It
was felt that the pressure (availability) at these two points could be very helpful if a
problem is incurred.)
Summer/98 - flow and capacity on MFS and QPC systems - (This item needs to be added
to the time line)
The resolutions at Payson strongly suggest that the Payson Line to Kern River should
receive a high priority rating
Nephi The team believes that we do have an obligation to inform Nephi City if the gas quality
becomes low
Other items of interest
While the Overthrust interconnect has been scheduled for mid January', the urgency of this
corrective measure was communicated and the new date for this construction has been set
for approximately December I 5
Re-orificing for Pavson south carries the most urgency Other areas on the system should
be re-orificed subsequent to completion of Payson south
Team needs to develop incremental solutions for years 1999 and 2000.
Alan Allred is going to make a presentation to the PSC regarding the gas quality issue. His
presentation will include a summary of the team's analysis to this point.
The contingency plan for each of the gates which is now available could be used as a
pattern in developing off-spec contingency plans at each of the gates.
Scenarios regarding (1) blending at Payson and (2) shutting Payson in all together are
needed (Shutting in Payson may require allocating primary to primary.)
Following is a proposed Mission Statement for your consideration, correction, input, etc., etc.,
etc
Develop and maintain safe and cost-effective solutions to transporting
natural gas of variable Btu values while improving customer satisfaction and
maintaining Questar financial performance
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Data and Information Needed for the PSC Meeting on Customer Appliance Adjustment
1.

Appliance set-point and operating range data for 1080 and 1020 BTU.

2.

BTU standards of Pipelines and LDCs.

3.

Map showing all processing plants on the system include ownership data, capacity, type of
plant, and when it was built. Also a summary of any contractualrightto process Questar
Pipeline gas streams.

4.

Cost of all upstream options as well as feasibility and timing

5.

Costs and problems of the customer notification option

6.

Costs and advantages of the zone bid concept.

7.

Demonstration of flame instability, lift-off, and flashing.

8.

CO profile of a properly adjusted appliance as BTU is reduced or increased.

9.

BTU content of methane, propane, butane, and ethane.

10.

Prices for methane, propane, butane, and ethane.

11.

New lower BTU gas sources beside River Gas

12.

System Map showing additional pipelines and interconnections. Also new players in the
gas fields.

13.

Recent BTU levels at various points on the Questar Gas system.
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Ron I took some notes at the gas quality team meeting I hope some of this makes sense.
Time line for Btu gas to fall below 1020 Btu per cubic foot

Flow of coal seam gas
60 M
Paysongate—I——
Now

70 M
1
Spring 98

1010 Btu gas
1—
Fall 98

1
Trans
Colorado pipeline

100M
1
Spring 99

In the discussion at the gas quality team meeting held Dec.l 1 a time line was drawn to predict
when the Btu level could drop below 1020 Btu per cubic foot. As production increases from the
coal seam fields the Btu level will drop. When the Trans Colorado pipeline connect is complete
the pipeline people feel that the high Btu gas will go east making the Btu problem worse. It was
also pointed out that during summer and spring the problem is worse because of less production
from the high Btu gas and increasing production of the low Btu gas. Pipeline predictions are that
they will not be able to maintain 1020 Btu gas after the Trans Colorado pipeline connect is
complete.
Pipeline would like to know what the lowest level Btu content is acceptable? Discussion with
George 1020.
George understanding is that pipeline was given the assignment to make sure the Btu value
remains above the 1020 value until Mt. Fuel can re-orifice the customers appliances.
Also discussed in the meeting under emergency conditions and the Btu value drops below
acceptable levels what action would be taken by gas control.
Options available or discussed in the meeting were:
Curtailment
Injecting liquids ( pipeline people think this option is not an
option because of price, my question is if we curtail or shut
in River Gas does it cost more to inject liquids or lose sales
of gas )
Shut in coal seam gas

It was brought up in the meeting to follow Mt. Fuels emergency plan. In section V of the
emergency plan reads:
8. Abnormal Quality Gas

8.1 Abnormal BTU Value
8.1.1

When the Btu value of a gas mixture is below or above the firing ability ( normally 950 1150 Btu's per cubic foot at 14.73 PSIA) of orificed appliances in a system or segment
of the system, action must be taken.

8.1.2

When determining the course of action to be taken to restore the quality of gas. consider
any or all of the following:
a. Isolate the system or segment of the system.
b. Divert the gas to another area.
c. Blow-down and /or purge.
d. Use gas as is, depending on the conditions.
e. Mix with storage or other gas to raise or lower Btu value.
f. Use a substitute gas mixture rom another source.

Dale Snow again brought up the option of running a pipeline east to take the coal seam gas east.
Pipeline people say it is not cost effective to do so. ( When we talk about shutting in the coal
seam gas it is always brought up that if we don't transport the gas someone else will my question
is if someone else can build a pipeline to transport the gas and it is economically feasible why
can't we?)
A comment was made off the record that the companies in the area of the coal seam gas would
like to have the gas shipped to the over thrust area for sale east. California market has abundant
supply.

00173

From, i
Toi
Date:
Subject:

G a r y 1.»e. In: I 11 a r r I i
RandyZ
4/30/9B fc:46<.
Iri^as fci Ga^: v--- — r' ^ p 3 m

Three ideas I thnk th*r U M H . need:, i- -consider;
•Purchase BTU'i., ..u Blacks fork or V.'i . :.= <t a ne,-. .L.« lacion but in the summer I
think we can isolate the system * -/• be sure that this gas is routed to the
Wasach front. We really need to r e v i e w this ir. seriousness if we are to get by
for the next number of of y e a r s ) .
* II i».111

i e t: p i [ 11 i M M r 11.1; L u \\

t <) t a J i n e r t s ( T h i F 1 s a t o u g h d e c i s i o n ) .

* P u r cha s e a high B TV s t r e a m o r an e t h a n e stream t c i n ] e c * , ,\; > Co a v i 11 e o r
Leroy in the shoulder months to w i t h d r a w in the summer tt spike the gas to the
wasatch f ront { 1 don't know how this woi i] d wo» "•• •
Mt

TiOwellG

Prom:
To:
Date:
Subject:

Kent Ryan
QPCDOM.QPC2 PO.RandyZ
5/22/98 3:27pm
Gas Quality Meeting

A couple of items to consider for the agenda.
#1.
Since QGC is having the problems with low quality gas, would it
make sense for QGC to at least purchase only gas that meets their
specifications. They have been know to buy some of the lowest quality gas
available.
#2
Would it be possible to tie BTU values to the tariff, or if gas
will be sent to the Wasatch Front could those produces be required to meet QGC
gas quality specs?
Let me know what you think

Thanks
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Addendum G

Jonathan M. Duke (6382)
Attorney for Questar Gas Company
180 East First South Street
V O Box 4.<V-<I
Salt Lake City, UT 84145-0360
Telephone: (801) 324-5938
Facsimile: (801) 324-5935
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

IN 1 i Ik MA l :
APPUCATIOr
^*AR
GAS COMPAN , ,^,x
APPROVAL OF A NATURAL
GAS PROCESSING AGREEMENT

)
)
)
)
)

E

:
APl'LlCAl'ION

Pursuant to §§54-4-1 and 54-7-12(3)(a) and Rule 746-100-3 of the Commission's rules,
Questa; v .„.., ompany (,... i
processing contract \v;;'

.. Company) hereby applies to the Commission for appr- »\ al of a gas

• •\

np.ii

.•

Pipeline Compan} (OPCh and loi the .mtihMi/ation lo include processing costs incurred pursuant
to the contract in the 191 Gas Cost Balancing account. In support of the Application, QGC states
as follows:
1.

^ ^ ^, a Utah corporation, is a public utility engaged in the distribution of natural gas

In i ii'-loinr

,.••; nl'lllah, W^>iiuii|' and Id.ilin

lis Utah pnhlu utility auliutk'!' are

regulated by the Commission and conducted in accordance with Title 54 of Utah Code Annotated
and Tan 11 PSC Utah No. 300. A copy of the Company's Articles of Incorporation are on file with
llu Ciinuuission.
.K n ' delivers natural gas for end-users in Utah which by tariff must contain a heat
value within a certain range for customers' appliances to operate efficiently and safely. Apph..-ice
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providers have traditionally set appliances for a gas heat value, or "BTU content" of 1080 (at 14.73
pounds per square inch) in QGC's service territory, which is at the midpoint of a common appliance
operating range of 1020 to 1150.
3.

The BTU content of the natural gas delivered to QGC's system from upstream

interstate pipeline systems has steadily decreased over the last ten years. Attached Exhibit No. 1 is
a graphical summary of this trend in the Salt Lake City area during this time. Similar declines are
occurring throughout QGC's Utah service territory. This decreasing BTU content of delivered gas
can be traced largely to four main occurrences: (1) Federal Energy Regulatory Commission Order
No. 636 mandated open access on upstream pipelines, (2) an increase in pipeline interconnections
and capacity, (3) improved drilling technology allowing recovery of coal seam methane (with
relatively lower BTU content), and (4) an increased number of processing plants which remove the
higher BTU hydrocarbons from the gas stream for sale on the liquids market.
4.

Historically gas entering the QGC system was high in BTU content and relatively

undisturbed by outside influence. However, the factors listed above have resulted in a lower BTU
content of the gas delivered to QGC which is now generally comparable to the BTU content of
natural gas delivered to distribution systems throughout the United States. Attached Exhibit No. 2
shows the minimum BTU standards of gas delivered by various interstate pipelines, including QPC
and Kern River Gas Transmission Company (Kern River) which are QGC's immediate upstream
pipelines.
5.

Because of the decrease in average BTU content of natural gas delivered to QGC's

system, the previous appliance set point of 1080, with a common appliance operating range of
between 1020 and 1150, is practically and economically impossible to sustain. On April 21,1998,
-2-

i H II ' filed lor m lul in, I'Hii'iil I 'itiitiiiission appioval to change the tarn i Bit- appliance set point to
1020 with a common appliance operating rmyx lion '%',!! h lOW) Hlivim M-n I I'm

|h

Company also revised the recommendation for appliance set points in its "Good Practices for Gas

the month of May 1998? QGC held regional meetings with dealer^ md -, et u;

h

service territory explaining the change and demonstrating what procedures were required to properly
setncv

v ni'wh unlisted appli mvvs ,i( iln n,
6.

\IM,XI

*<1 pi HI i

An immediate program,., to reset all customer appliances to the new set point \ > :>i ild

be piohibiuvely expensive. A uansitiun period will be required to accommodate the lower BTl' gas
now delivered to QGC's s^;:.

-

-

-.*::.•.. me

revised set point as appliances are repaired oi replaced, ii is est imated that as appliances are replaced
or serviced, sigmlieani |i ogress can be made in transitioning to the new set point over a ten year
perioi i Attached Exhibit No. 3 compares the old 1080 set point and its operating range i 1th the ne\ /
1020 set point and. its operating range. The cross-hatched area in the exhibit shows where the two
ian^t'i overlap aiiJ uhek DM 1 aJI allawpl lo inainLiin llie H 111 conter*

its gas during the

transition period,
],

I f this gradual, adjustment process is not followed, every customer's appliance would

have to be adjusted in a ver>

1

SIHHIII linn

In inn

to accomplish in :u-. required lime frame
ILI;IMLV..,

I hr. i ulil In il Hi t o\(l) aiul physically impossible
Changing the set point to 1020 BTU and allowing

;iun .ippiiances to the new set point over a longer period as

;i ,s estimated thai such jOjustinems performed on an accelerated basis could < "osl
customers about $200. The total customer cost could be in excess of $120 million
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appliances are replaced or serviced was determined to be the most reasonable and least costly
solution.
8*

Currently, QGC's northern system is being managed to ensure that gas of the required

BTU content enters QGC's system by utilizing the Overthrust pipeline to exchange gas and by
mixing higher BTU content gas streams with those already in the pipeline.
9.

Increased production of coal seam gas on QPC's southern system is making it

impossible to maintain the BTU content of the gas delivered through the southern system to QGC's
customers within the 1020 to 1080 range. While coal seam gas meets industry wide pipeline quality
specifications, it typically contains a carbon dioxide (C0 2 ) and nitrogen (N2) content of up to 3%.
The presence of these inert gases lowers the average heat value of the gas stream and results in a
BTU content of about 980. Given the substantial volume of coal seam gas currently being developed
and produced, it is becoming impossible to mix coal seam gas with traditional sources to maintain
the minimum 1020 BTU level. The threshold of QGC's ability to maintain the 1020 BTU level is
expected to be reached as soon as next spring or summer. At such time additional measures will be
required to assure the gas reaching QGC's customers will burn properly in appliances set at the 1080
BTU level.
10.

The most economical method to accomplish this result is to reduce the low BTU inert

portions of the gas stream such as C0 2 . In QGC's southern system a C0 2 removal program is
proposed to ensure the gas reaching QGC's customers will burn properly in appliances still set for
1080 BTU gas.
11.

To allow the Company to provide adequate natural gas during this transition period

on the southern system, within the target BTU range, a C0 2 processing plant will need to be
-4-

constructed upstream of QGC's southern,, facilities and in operation by July 1999. Exhibit 4 shows
tin iHinposcd lik iilhiii il lilt ('(I, plan)

1 IK pi imiltm^ .iiid kderal BLM approval, process is nearing

completion and construction of the plant and associated pipeline facilities ib heemnr-

:

Drunkaias v\ ai>i. ,tu;a in v'arbon County, Utah,. The plant and related, facilities will be ouir*- * and
operated, by ()TS jnd "i ill I«t

n I'TKi ' pin >du Iioiiu! liu ihh

I Ins i» m

;•, - - **j> iream

facility that is typical,],,) owned, or operated, by a local distribution company. QGC does not have
e \ p a letn c nor o pcrlise in designing, ..„.^.np or operating a facilit) oi this Kino P ^ " d*n> have
these capabilities and will operate the piani u *. r. .. *

•:

i ids

to contract with QTS for C 0 2 removal, services. The proposed, contract is attached as Exhibit 5.
12.

A si imn lar y of some of the significant terms and conditions in the contract are as

follows:
a

( II 1 i li-iiij
i,<il jiLiii'u

o.

r.i ^tlculaiing Urn inquired ielurn, Q'l S wnl a>,c \it> a\erag< *• ••'• *- --*
Utah PSC auiho-i >ed rati* oi return on rate base for QGC.

l»y QTS for extraction of CO:2 shall be based on a cost of service
* - ,-i'::' T^iai- \*<\* rate maki-ig standards and principles.

1

1 revenues rect'i\ <,I 11 in I" "* party processing of C 0 2 will be credited against, the
1
of service call IILIIIOIL

lhc-se terms equate to what would result if QGC owned ami opcnilnl tin1 fiu ihlv
s arrangement i esults in lower costs than if a third, party owned the plant.
Attached Exhibit !x lo ( lihowi: (lii" I'slimalod ;uum:tl nwl ol * <
' K innovul ol %! " lo $! ! '
millin

* N shown in that exhibit, the annual cost to the typical GS-1 customer is estimated to be
).

v^02 removal as described «" ^\v '\pplu ation > s • 11 iMim "l»«
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i(ui:il gas coining

QGC's southern system to be burned efficiently in appliances set for 1080 BTU gas. As such, it is
a necessary cost of delivering an adequate supply of natural gas to the Company's customers. As
a cost of gas supply, QGC proposes to include all just and reasonable costs of the contract as gas
supply costs recoverable in the 191 account calculation and included in each pass-through
application.
WHEREFORE, Questar Gas Company requests that the Commission:
1.

Approve the C0 2 removal contract between QGC and QTS.

2.

Approve recording the processing costs pursuant to the contract as gas supply costs

and approve inclusion of such costs in the calculation of the 191 account.
Respectfully submitted this 2&

day of November, 1998.

QUESTAR GAS COMPANY

Jonathan M. Duke
Attorney for Questar Gas Company
180 East First South
PO Box 45360
Salt Lake City, Utah 84145-0360
(801)324-5938
h :\drg\evely n\co2app
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VERIFICATION

State of Utah
1 ouiU1, ul Sail 1 jki »
• Alan K , Alfred, being first duly sworn upon oath, deposes and states J ie is u^
Regiilatory Affairs and Gas Supply for Questar Regulatory Services Company; he u
foregoing application; and the statements made in the application are true to the bt
knowledge and belief

Ala«^ *"—I

^±

Subscribed and sworn to before me this 25th day of November, 1.998.

NOTARY PUBLIC
Deborah J. Rasmussen
180 East 100 South
Salt Lake City, Utah 84111
My Commission Expires

try Public
County of Salt Lake

hissionPeaawires; 2001
STATE OF UTAH
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CARBON DIOXIDE EXTRACTION AGREEMENT
Between
Questar Gas Company
and
Questar Transportation Services Company
Dated November 25,1998

CARBON DIOXIDE EXTRACTION AGREEMENT
This Agreement is entered into on this 25th day of November, 1998, between Questar Gas
Company (QGC), 180 East First South Street, Salt Lake City, Utah 84111, and Questar
Transportation Services Company (QTS), 180 East First South Street, Salt Lake City, Utah
84111. QGC and QTS are collectively referred to as "the Parties."
The Parties represent that:
1.
QGC is a transportation customer of Questar Pipeline Company (QPC) and takes
substantial deliveries of gas at the Payson Gate delivery point on QPCs southern system. The rapid
development of coal seam gas in the Emery County area has resulted in substantial volumes of
available new gas reserves which meet pipeline quality standards. Because of inert gases present
in these new reserves, the total gas stream delivered to QGC on QPCs southern system is not
compatible with current customers* appliance settings.
2.
In order to make the gas taken from QPCs southern system at its Payson gate
delivery point compatible with current appliance settings, QGC desires that carbon dioxide be
extracted from the natural gas stream on QPCs southern system so that the Btu content of the
natural gas stream will be increased and the gas will meet customers' requirements.
3.
QTS. a subsidiary of QPC, is willing to construct and operate a carbon dioxide
extraction facility including seven miles of upstream pipe located near Emery County, Utah (the
Castle Valley Plant), which is capable of extracting carbon dioxide from natural gas received on
QPCs southern system.
4

QGC and QTS wish to enter into an agreement, under which QTS will extract carbon

dioxide from natural gas at the Castle Valley Plant.
Therefore, the Parties agree as follows:
Article 1 - Processing Services
(a)
QTS agrees to construct and operate the Castle Valley Plant to extract carbon dioxide
for QGC to the extent of the facilit) *s capacity. QTS will take natural gas at the inlet of the facility
and will redeliver natural gas at the outlet of the facility minus extracted carbon dioxide. QGC shall
maintain first call on the capacity of the Castle Valley Plant for purposes of carbon dioxide
extraction services QTS may process gas for third panics as provided in Paragraph 11(d) below to
the extent that unused capacity at the facilities is available.
(b)
QTS shall give all notices, and secure all permits and licenses necessary for carbon
dioxide extraction and comply with all laws, ordinances, rules and regulations in the construction
and operation of the plant

(c)
QGCs representative may make periodic visits to the Castle Valley Plant to judge
whether extraction is being performed by QTS in accordance with the provisions of this Agreement
and any applicable laws, provided, however, such QGC representative shall not be in any way
responsible, directly or indirectly, for the means, methods, techniques, sequences, quality or
procedures performed by QTS under this Agreement.
Article II - Extraction Charges, Reimbursements and Credits
(a)
Extraction Charges. QTS will bill QGC monthly for extraction of carbon dioxide
at the Castle Valley Plant on a cost of service basis calculation utilizing ratemaking standards and
principles of the Utah Public Service Commission (UPSC) which will be determined on the basis
of the following:
(b)
Just and reasonable expenses In accordance with UPSC ratemaking standards and
principles, QTS charges shall recoup the actual costs associated with facility operations, including,
but not limited to, the following:
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)

Fuel gas
Operation and maintenance expenses
Administrative and general expenses
Federal and state income taxes
Taxes other than income taxes
Depreciation and amortization expenses
I merest expense
Return requirements based on (c) below

(c)
Return on plant investment In calculating the required return, QTS will use its 13month average rate base and latest UPSC authorized rate of return on rate base ordered for QGC.
(d)
Third-party extraction credits QTS may perform carbon dioxide extraction for thirdparty volumes when faahtv capacitx is not required to serve QGCs firm extraction requirements.
Revenues earned from such third-panv extraction shall be credited against the monthly charges.
(e>
Independent Facilities QTS may construct new extraction facilities that will be
operated independent!) of this Agreement To the extent these separate facilities are not operated
to pro\ ide service for QGC. the costs and revenues associated with or derived from these systems
shall be excluded when determining QGCs rates under this Agreement.
Article III - Effective Date and Term
(at

For all purposes in this Agreement, the "initial effective date" is November 25, 1998.

<b>

This Agreement will become effective on the initial effective date and will remain
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in full force and effect for 10 years, andfrommonth to month thereafter, until terminated by either
party upon 120 days' written notice.
Article IV - Government Authorization
(a)
The Parties shall cooperate to obtain any necessary governmental authorization to
implement this Agreement This Agreement shall be subject to QGC obtaining the approval of the
UPSC for rate recovery for prices paid pursuant to Article II of this Agreement. In addition, to the
extent that any governmental agency exercises lawful jurisdiction over the prices, facilities or
services addressed by this Agreement or imposes terms or conditions on this Agreement that
materially alter the rights or obligations of either party, except as described in Paragraph IV(b)
below, this Agreement may be terminated or rescinded, as appropriate, by either party upon 120
days* written notice to the other party. The Parties have entered into this Agreement with the
understanding that the facilities, services and rates that are the subject of this Agreement do not come
within the jurisdiction of the Federal Energy Regulatory Commission (FERC).
(b)
If the prices for QTS's extraction services are deemed to be subject to regulation by
an administrative agency that prescribes prices other than those specified in this Agreement for any
period governed by this Agreement the prices so specified shall be substituted for the rates provided
for in Article II. Any substitution under this provision will apply only to the extent that, and for the
period during which, the administrative agency lawfully exercises rate regulation over the services.
Nothing in this provision will preclude cither party from exercising its terminationrightsunder § IV
(a).
Article V - Breach
(a)
Waiver of Breach. The waiver by either party of the breach of any condition,
covenant or term under this Agreement shall not operate to waive or be deemed to waive any
subsequent breach.
(b)
Applicable LUM This Agreement shall be deemed to be a Utah contract and shall be
construed in accordance with the laws of Ttah
Article VI • Books and Records
(a)
Inspection The parties agree thai QGC shall have theright,at reasonable times and
during regular business hours, to audit the books and records of QTS pertaining to the work,
including the right to inspect all supporting data used by QTS in determining carbon dioxide
extraction charges under Article II
(b)
Limited Access These provisions for audit are not to be interpreted as giving QGC
unlimited access to QTS's books and records. Therightto audit is limited to examination of cost
and other records and accounts pertaining to the work so that QGC may verify QTS's compliance
4

with this Agreement.
(c)
Preservation. Pursuant to thisrightto audit, QTS agrees to preserve all books and
records, including cost records and accounts associated with this Agreement, for a period of three
years following completion of each year's carbon dioxide extraction.
Article VII - Assignment
Neither Party shall assign or transfer this Agreement without the prior written consent of the
other Party, which consent shall not be unreasonably withheld. As a condition to any such written
consents, such assignment shall be subject to the terms and conditions of this Agreement, and no
greaterrightsor remedies shall be available to the assignee. Assignment for the benefit of creditors
shall constitute a material breach of this Agreement.
Article VIII - Force Majeure
(a)
If either party is rendered wholly or partially unable to carry out its obligations under
this Agreement due to force majeure, the party shall give written notice describing the event of force
majeure as soon as is reasonably possible after the occurrence. The obligations of the parties, other
than to make payments of amounts due so far as they are not affected by such force majeure, shall
be suspended during the continuance of the event of force majeure, but for no longer period. The
affected party shall remedy the event of force majeure in a commercially-reaisonable manner.
Nothing in this Agreement shall be construed to require either party to settle a strike or labor dispute
against its better judgment.
(b)
A force majeure event includes, without limitation by this recital: acts of God,
including fires, explosions, earthquakes or volcanic eruptions, storms, floods, washouts and extreme
cold or freezing weather: necessity for compliance with any court order, law, regulation or ordinance
promulgated by any Governmental authorit) having jurisdiction, either federal, state or local, civil
or military: acts of public enemy: wars and civil disturbances: strikes, lockouts or other industrial
disturbances: shutdowns for purposes of necessary repairs, relocations or construction of facilities,
breakage or accident to machinery or lines of pipe: the necessity for testing (as required by
governmental authont) or as deemed necessary for safe operation by the testing party); inability of
cither part) to obtain necessary materials, supplies, permits or labor to conform or comply with any
obligation or condition of this Agreement: inability to obtainrightsof way; and any other causes that
arc not reasonably in the control of the party claiming suspension.
Article IX • Entire Agreement
(a)
QGC and QTS each stipulate that all agreements between them with respect to carbon
dioxide extraction on QPCs southern s\slcm have been reduced to writing and that this Agreement
is the entire agreement between them No waiver, alteration or modification of the terms or
provisions of this Agreement shall be valid unless it is in writing and signed by both parties.
5

(b)
This Agreement is entered into on the date first set forth above by the authorized
representatives of the Parties, whose names appear below.
Article X - Notices
All notices required in this agreement shall be in writing and shall be considered as having
been given if delivered personally, by mail or facsimile transmission to either QGC or QTS at the
respective designated addresses. Normal operating instructions can be delivered by telephone or any
electronic means. Notice of event of force majeure may be made by any electronic means and
confirmed in writing. Monthly statements, payments, and any communications will be considered
as delivered when mailed to the addresses listed below or to such address as either Party designates
in writing:
Questar Transportation Services Company
Vice President General Manager
Questar Transportation Services Company
180 E. First South Street
Salt Lake City, Utah 84111
THIS AGREEMENT

Questar Gas Company
Manager, Regulatory Affairs and Gas Supply
Questar Regulated Services Company
180 E. First South Street
Salt Lake City, Utah 84111

is entered into by the authorized representatives of the parties, who

signatures appear below.
Questar Transportation Services Company

Questar Gas Company

<£T^^
^=2
Vice President and General Manager

>JKD
Manager, Regulatory and Gas
^
Supply Services
Questar Regulated Services Company
Signature date: / ^ ^ 2S~ /??<JT"

Signature date: fSb^-ZSt (11%
\y*%-1 M t o : k
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Projected 1st Yr C02 Processing Cost
O & M (Including Fuel Gas)
Depreciation
Taxes Other Than Income
Rate of Return & Income Tax
(Ave Rate Base X Ut ROR)
3rd Party Revenue Credits
Total Yearly Cost of C02
Cost /Dth
Annual Cost / Typical Customer

$2,000,000

$3,000,000

2,300,000
155,000

3,028,000
( 00,000)
$7,483,000
$.07275<1)
$8.37(2)

$8,483,000
$.08247
$9.48

c

(D

(/>

o
CO C/>

(1) Based on 1999 estimated system sales volume of 102,862,426 Dth
(2) Based on typical customer usage of 115 Dth per year
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